No. 15076 


United States 
Court of Appeals 


for the Ninth Circuit 


RANDALL FOUNDATION, INC., 


Appellant, 
VS. 


ROBERT A. RIDDELL, Director of Internal Rev- 
enue, District of Los Angeles, 


Appellee. 


Cranscript of Record 


Appeal from the United States District Court for the 
Southern District of California, 


Central Division. > 
rice 
MAY 24 1956 


Phillips & Van Orden Co., 870 Brannan Street, San Francisco, Calif.—5-11-56 


PAUL P. O’BRIEN, CLERK 


No. 15076 


Guited States 
Court of Appeals 


for the Ninth Circuit 


RANDALL FOUNDATION, INC., 
Appellant, 
vs. 
ROBERT A. RIDDELL, Director of Internal Rev- 
enue, District of Los Angeles, 
Appellee. 


Cranscript of Wecord 


Appeal from the United States District Court for the 
Southern District of California, 
Central Division. 


Phillips & Van Orden Co., 870 Brannan Street, San Francisco, Calif.—5-11-56 


INDEX 


[Clerk’s Note: When deemed likely to be of an important nature, 
errors or doubtful matters appearing in the original certified record 
are printed literally in italic; and, likewise, cancelled matter appear- 
ing in the original certified record is printed and cancelled herein 
accordingly. When possible, an omission from the text is indicated by 
printing in italic the two words between which the omission seems 
to occur. ] 


PAGE 
rr 41 
Attornevs, Names and Addresses of .......... l 
Commiaman me lek 2... le 181 
Po ul. 5 rr 3 


Ex. A—Articles of Incorporation of Ran- 


fia “Woundatron, Ine. ............ 16 
B—Certificate of Amendment of Ar- 

tigiegot Imeqrporation ........... 20 
C—Claim for Refund ............... o4 
Vier tor Refund ............... De 
K—Sales of Stock .................. oP 
F—Sales of Capital Assets .......... 39 


Corrected Findings of Fact. Conclusions of Law 
amd pudement Nunc Pro Tunc ............ 115 
Exhibits, Defendant’s: 
A—Statement from Akin-Lambert in the 
Name of Paul M. Randall ......... lib 


Findings of Fact and Conclusions of Law ond 


a 14 
Pieemiee Order of capril 6,955 ............... 104 


ll 


INDEX PAGE 

INotacesOt Appeal . acd i.d50. eee eee: commen: ce 113 
Statement of Points Upon Which Appellant 

ingends'to Rely on “Appeal 2 e--). 8 a a 184 
Stipulation Extending Time for Filing of Bond 

hOreCosts on Appeal Rag... er aera eee 114 

Stipulation of aetcueee ee eee oe 4H 

Mransciipt of Proceedimes .. 2395...) eee 124 


Witness, Defendant’s: 


Reed, Edwin L. 
—hy the COMME. cee. cae. ... 2257 i 


Witnesses, Plaintiff’s: 
Bailes, Frederick 


Se Lm CIM | Ceo oe WIS oo yc oe SS 160 
—(CTOSS ea en eee cree 162 


Se a a 163 

ee a ae hee 168 

—redirect (12.4... 523 eee val 
Randall, Paul M. 

—direGt nee. en ee 130 

—CYOSS: 22. ~. seen ce eee 140 

—Tedikect . aeons 156 


NAMES AND ADDRESSES OF ATTORNEYS 


Attorneys for Appellant: 


GIBSON, DUNN & CRUTCHER, 
634 South Spring Street, 
Los Angeles 14, California. 


Attorneys for Appellee: 


CHARLES K. RICE, 
Asst. U. S. Attorney General; 


LEE A. JACKSON, 
Attorney, Dept. of Justice, 
Washington 25, D. C.; 


LAUGHLIN E. WATERS, 
U.S. Attorney ; 


EDWARD R. McHALE, 
Asst. U. S. Attorney, 
Chief, Tax Division; 
ROBERT H. WYSHAK, 
Asst. U. 8S. Attorney, 
600 Federal Building, 
Los Angeles 12, California. 


vs. Robert A. Riddell 3 


In the United States District Court, Southern 
District of California, Central Division 


io. 16142-PH 


RANDALL FOUNDATION, INC., 
Plaintiff, 
VS. 
ROBERT A. RIDDELL, Director of Internal Rev- 


enue, District of Los Angeles, 
Defendant. 


COMPLAINT 
(To Recover Overpayment of Federal Income Tax) 


Comes now the plaintiff, Randall Foundation, 
Inc., and for its cause of action herein alleges: 


i. 

Plaintiff is, and at all times herein mentioned has 
been, a California non-profit corporation, with its 
principal place of business in Los Angeles County, 
California. It was formed on or about May 11, 1950. 
A true and correct copy of its Articles of Incorpo- 
ration filed with the California Secretary of State 
at the time of its organization is attached hereto as 
Exhibit ‘‘A.’’ A true and correct copy of a Certifi- 
cate of Amendment to said Articles filed with the 
California Secretary of State on October 9, 1952, 
is attached hereto as Exhibit ‘‘B.’’ There have been 
no other amendments to its Articles of Incorpora- 
tion, and the Articles as thus amended are presently 
in effect. [2* ] 


*Page numbering appearing at foot of page of original Certified 
Transcript of Record. 
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II. 

Defendant, Robert A. Riddell, is and at all times 
since December 26, 1952, has been the Director of 
Internal Revenue for the District of Los Angeles, 
California. 

Gol 

Plaintiff adopted a fiscal year ended April 30th, 
and shortly after the close of its first fiseal year 
ended April 30, 1951, it filed with the Internal Rev- 
enue Service an application for exemption from 
Federal income tax under Section 101(6) of the In- 
ternal Revenue Code. Said application was rejected 
by the said Service on September 12, 1951. There- 
after, plaintiff through its various tax advisers at- 
tempted to convince the Service that it was entitled 
to such tax exemption. Initially, plaintiff was rep- 
resented by Sidney R. Reed & Co. of Los Angeles. 
In August, 1952, plaintiff retained the law firm of 
Barnes and Hill of Washington, D. C., to assist it 
in these attempts. Plaintiffs efforts were of no avail, 
and the Service later denied plaintiff’s application 
for exemption under Section 101(6) for its fiscal 
year ended April 30, 1952. In May, 1953, plaintiff 
employed the Los Angeles law firm of Gibson, Dunn 
& Crutcher to assist in its efforts to obtain exemp- 
tion from Federal income taxes. At that time, plain- 
tiff was faced with a demand of the Director of In- 
ternal Revenue of Los Angeles to file corporate in- 
come tax returns for its fiscal years ending April 
30, 1951, and April 30, 1952, and upon advice of said 
law firm, plaintiff filed with said Director on June 
10, 1953, income tax returns for said year computing 
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a tax due for the year ended April 30, 1951, of 
£6,677.13, and for the year ended April 30, 1952, of 
$14,113.24. The amounts of tax shown due per said 
returns were paid to said Director on or about June 
10, 1953. 

ry: 

On July 2, 1953, the Director of Internal Revenue 
at Los Angeles demanded payment of additional 
tax for the year ended April 30, 1951, in the amount 
of $14.32, plus penalty for unreasonable delay [3] 
in filing said return of $1,672.86, plus interest of 
$497.05. Plaintiff paid these sums on August 18, 
1953. Under date of July 2, 1953, the Director of 
Internal Revenne at Los Angeles demanded pay- 
ment of additional tax for the year ended April 30, 
1952, in the amount of $26.28, plus penalty for un- 
reasonable delay in filing said return of $3,534.88, 
plus interest of $767.35. Plaintiff paid these sums 
on August 18, 1955. 

V. 

Under date of June 12, 1953, plaintiff filed with 
the Director of Internal Revenue at Los Angeles a 
claim for refund of tax originally paid for its fiscal 
year ended April 30, 1951, a true and correct photo- 
static copy of which (exclusive of four pages thereof 
appearing thereon under the heading ‘‘Statement 
Attached to Claim for Refund of Income Tax of 


* which pages are pleaded 


Randall Foundation, Inc., 
hereinafter in haec verba) is attached hereto and 
marked Exhibit ‘‘C.’’ 
Vi, 
Under date of June 12, 1953, plaintiff filed with 
defendant a claim for refund of the tax paid pursu- 
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ant to its return for the year ended April 30, 1952, 
a true and correct photostatic copy of which (ex- 
elusive of four pages thereof appearing under the 
heading ‘‘Statement Attached to Claim for Refund 
of Income Tax of Randall Foundation, Ine.,’’ and 
exclusive of five pages thereof appearing under the 
heading ‘‘Memorandum in Support of Taxpayer’s 
Position’? which is identical with the statement 
under said heading appearing as a part of Exhibit 
‘*C’’ herein) is attached hereto and marked Ex- 
hibit ‘*D.”’ 
VIT. 

The claims for refund referred to in paragraphs 
V and VI above contained the following identical 
statements appearing under the heading ‘‘ Statement 
Attached to Claim for Refund of Income Tax of 
Randall Foundation, Ine.”’: 


‘7. Randall Foundation, Inc., was formed under 
the non-profit provisions of the California corpora- 
tion law on May 11, [4] 1950. Its Articles provided 
that the purpose for which it was formed was to 
‘aid, assist, contribute to and/or establish charitable, 
religious and educational institutions, organizations 
and foundations.’ Said Articles also provided that 
no member should have any interest in the assets 
of the Foundation nor receive any income or benefit 
or advantage therefrom, but that, upon any dissolu- 
tion or winding-up, any assets remaining after pay- 
ment of debts should be distributed to a religious, 
educational or charitable organization located in 
California and selected by the Board of Trustees. 
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‘2. Under date of October 9, 1952, the Articles 
were amended to provide specifically that ‘the spe- 
cific and primary purpose for which said corpora- 
tion is formed is to establish a home for underpriv- 
ileged boys, without regard to race, creed or color. 
It shall be the purpose of this home to prevent and 
cure waywardness among boys by providing a 
wholesome home with facilities for education and 
the teaching of useful trades or occupations.’ Fur- 
thermore, the Bylaws were then amended to provide 
that, if the construction of such a boys’ home were 
not commenced by December 31, 1957, or if faeili- 
ties for actual residence of at least fifty boys were 
not established by December 31, 1959, the Trustees 
must consider appropriate resolutions for the dis- 
solution of the Foundation and the distribution of 
its assets to an exempt religious, educational or 
eharitable organization. Said Articles and Bylaws 
have not since been amended. 


‘3. The income, expenses and gains from dis- 
position and sale of securities of the Foundation for 
the three years of its existence have been as follows: 


“Year Ended 
“4/30/51 4/30/52 4/30/53 
‘‘Dividends and interest. ........$10,285.00 $$ 7,081.93 4 2,937.67 


ime eee... 1,532.36 S271.08 3,966.03 
‘‘Gains from disposition and 
sale of securities -.............-... a0esoct HOT 5,456.01 


“The increase in expenses during the second and 
third vears were largely due to accountants’ and 
legal fees in attempting to secure a ruling as to its 
tax-free character. 
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‘4. Upon the organization of the Foundation, 
Paul M. Randall became its president, and the 
Board of Trustees gave him broad authority over 
the investment of its assets. Shortly after organiza- 
tion, Mr. Randall contributed to the Foundation the 
sum of $20,750.11. Thereafter, feeling that he saw 
investment opportunities which would swell the 
Foundation’s funds, he loaned it considerable funds, 
the total of said loans during the first year of its 
existence amounting to $155,200.00. He charged said 
Foundation 214% interest on these loans which was 
the identical interest he was required to pay to bor- 
row the money so loaned to the Foundation. He 
never made any profit whatsoever on this interest 
or received any other funds directly or indirectly 
from the Foundation or its assets. 


‘5. With the donated and borrowed funds, the 
Foundation purchased certain investments which 
were continually supervised and managed by Mr. 
Randall. Each time he felt there was an opportunity 
for a profitable transaction, he would cause the 
Foundation to buy or sell as the case might be. As 
a result of these transactions, the Foundation’s net 
profit from purchase and sale of assets during the 
first year of its operation ending April 30, 1951, 
totaled $30,238.27. None of these transactions was 
with anv ‘customer’ of Mr. Randall (he was not a 
broker or dealer in securities) or the Foundation, 
all of them being made through brokers who pur- 
chased or sold for the Foundation either on a listed 
exchange or an over-the-counter market. 
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“6. The purpose in forming this non-profit cor- 
poration was to ereate an entity to accomplish vari- 
ous charitable purposes that [6] its organizer, Paul 
M. Randall, had in mind. The foremost of these 
was the establishment of a home for underprivileged 
boys, but upon advice of counsel, the purposes of 
said Foundation were not so restricted, said pur- 
poses embracing any non-profit charitable, religious 
or educational purpose. Shortly prior to the close of 
the first year of the Foundation’s operation, Mr. 
Randal] had determined definitely that he desired 
that the funds of the Foundation be dedicated to the 
eventual establishment of the aforesaid home for 
underprivileged boys. However, upon advice of tax 
counsel for the Foundation, Sidney R. Reed & Co., 
and after discussing this pomt with them: 


‘“(a) The Foundation contributed to the Chil- 
dren’s Hospital Society of Los Angeles $500.00 (out 
of net profit from operations exclusive of gains from 
sales of investments of $8,752.64) rather than ac- 
cumulating it for the establishment of said home be- 
eause it was felt that some substantial contribution 
to charity should be made to establish the bona fide 
character of the Foundation as a charitable organi- 
zation. 


““(b) In filing the request for exemption under 
Section 101(6) of the Internal Revenue Code on 
Form 1023, the charitable purposes of the organiza- 
tion were stated in the general terms then con- 
tained in its Articles and Bylaws rather than in 
the specific terms relating to said Boys’ home. 
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‘“7, The Minutes of the Board of Trustees’ 
meeting held on May 15, 1951, went part way in 
recognizing formally the specific charitable inten- 
tion of Mr. Randall, said Minutes containing the 
following resolution: 


‘““That the plan of establishing or selecting some 
one worthy cause and institution be followed up at 
this time in view of the earnings of the corporation, 
in order that a substantial part of the funds of this 
corporation may be given and invested in a cause 
in which Mr. Randall of this [7] Foundation and the 
Foundation of itself may play an important part in 
the establishment or growth or development 
thereof.’ 


‘8. In response to the aforesaid application for 
exemption, the Commissioner of Internal Revenue 
in Washington ruled on September 12, 1951, that 
the Foundation was not entitled to an exemption 
because: 


‘‘(a) It had been primarily engaged in the or- 
dinary business of buying and selling securities, it 
having engaged in 110 different transactions involv- 
ing the sale or purchase of stock during its first 
year of operation; and 


“‘(b) The income of the Foundation had not 
been devoted to the purposes specified in its charter. 


‘‘9. During the second fiscal year of the Foun- 
dation ending April 30, 1952, it operated in a man- 
ner similar to its operations in the first year, with 
the following exceptions: 
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‘‘(a) Because of the denial of exemption, Mr. 
Randall did not feel he was in a position to make 
substantial contributions to the Foundation, and, 
therefore, the contributions for the second year 
amounted to only a few hundred dollars; 


‘““(b) Because of the negative reference to his 
loans to the Foundation contained in the Commis- 
sioner’s letter of September 12, 1951, the Founda- 
tion repaid prior to the close of its second fiscal 
year these loans in their entirety ; 


‘“(e) The charitable contributions by the Foun- 
dation were increased to $11,200.00 (although 
there was a net loss from operations, exclusive of 
profits on sale of investments, of $1,190.06). said 
contributions being made to the following qualified 
charities: 


‘Sister Elizabeth Kenny Foundation....$ 100.00 


Dit. ecw Ei@apital ..............6008 1,000.00 
| bontecitosseneo) for Girls ............ 2,900.00 
 Davigeteabury school of Psye ........ 2,000.00 
‘Bureau of Welfare-Calif. Teachers Assn. 1,000.00 
Pmevicam ved Oross ................. 1,000.00 
P Um. Of Mouth Pasadena .......... 1,000.00 
eiemenomeroundation .............. 1,000.00 
‘*Children’s Hospital of Los Angeles .... 500.00 
“Girl Scouts of South Pasadena ........ 100.00 
0) 1,000.00 


Piotel eee eee e ss. 81990000 
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‘10. Subsequent to the first rejection of its claim 
for exemption under Section 101(6), the Founda- 
tion filed several requests for reconsideration, in- 
volving both the facts prior to the amendment of 
the Articles and Bylaws set forth above and the 
facts subsequent to said amendment. In rulings 
dated January 15, 1952, June 16, 1952, and January 
8, 1953, the Bureau adhered to its original ruling, 
and in each instance, concluded that the Foundation 
was not exempt, the latest ruling placing the denial 
on the ground that the activities of the Foundation 
had been ‘primarily those of an organization en- 
vaged in the ordinary business of buying and selling 
securities.’ 


‘11. Asa result of the Bureau’s ruling on Janu- 
ary 8, 1953, the Director of Internal Revenue at 
Los Angeles under date of February 26, 1953, re- 
quested that income tax returns for prior years be 
filed and the tax paid. In response to said request, a 
return for the year in question was filed on June 
10, 1953, and the tax computed thereon paid. 


‘12. It is submitted that the taxpayer was 
exempt from income tax under Section 101(6) of 
the I.R.C. for the year in question. A memorandum 
of points and authorities attached hereto supports 
this position.’’ [9] 

VITI. 

All statements contained in the aforesaid claims 
for refund and set forth in their entirety in Para- 
eraph VIL hereof are true and correct. 
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bX. 

Plaintiff was formed and has been operated con- 
tinuously in good faith exclusively for the chari- 
table purposes set forth in its Articles of Incorpo- 
ration and the amendment thereto referred to in 
Paragraph I hereof. Neither Paul M. Randall nor 
any other Trustee or private person or entity has 
ever obtained or intended to obtain any profit or 
advantage directly or indirectly from plaintiff or 
its operation. There are attached hereto as Exhibits 
“EH”? and “F,’’ respectively, schedules containing 
all sales of securities or property by plaintiff dur- 
ing its fiscal years ended April 30, 1951, and April 
30, 1952, respectively. Plaintiff was interested in ob- 
taining as much increment on its funds as possible 
in order to hasten the day when it could commence 
its primary charitable objective of providing a home 
for underprivileged boys. The transactions refieeted 
in Exhibits ‘‘i’”’ and “‘F’’ hereto were entered into 
because plaintiff, relying on the judgment of its 
founder Paul M. Randall, believed that said trans- 
actions were for the best interests of plaintiff in 
that it would result in an increment in its iInvest- 
ment portfolio. In certain instances, the frequeney 
of sales was due to the thinness of the market of 
the particular security involved which necessitated 
several independent purchases or sales to attain the 
position which plaintiff felt it should have with re- 
spect to that particular security. Neither Paul M. 
Randall nor any other Trustee of plaintiff or private 
individual or entity obtained any advantage directly 
or indirectly from the transactions reflected on said 
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Exhibits ‘‘E’’ and ‘‘F,’’ except that the brokerage 
houses which handled them were paid their normal 
commissions. 
Xe 

After the Internal Revenue Service first rejected 
plaintiff’s [10] claim for exemption on September 
12, 1951, plaintiff was advised by its Los Angeles tax 
advisers that it was entitled to said exemption and 
that attempts should be made to secure a reversal 
of the adverse ruling of the Commissioner of Inter- 
nal Revenue. Said attempts were continuously made 
both by correspondence and one conference in Wash- 
ington from September 12, 1951, through January 
8, 1953, when the latest ruling of the Commissioner 
reiterating the original ruling with respect to the 
years ended April 30, 1951, and April 30, 1952, was 
issued. After receiving the January 8, 1953, letter, 
plaintiff asked advice as to its appropriate action 
both from its Washineton tax counsel and its tax 
advisers in Los Angeles. Plaintiff was advised not 
to proceed until the matter had been studied and 
further advice given. Such advice was received from 
its Los Angeles tax advisers on March 3, 1953, but 
not from its Washington counsel until May 22, 1953, 
and the advice was conflicting. Thereupon, plaintiff 
decided to employ additional counsel in Los Angeles, 
said counsel being employed on or about May 25, 
1953. The latter counsel advised that returns should 
be filed, and returns for the fiseal years ended April 
30, 1951, and April 30, 1952, were promptly prepared 
thereafter and filed on June 10, 1953. Plaintiff’s 
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delay in filing said returns was due to the aforesaid 
reasonable cause and not to wilful neglect. 


AA, 

No action has been taken by the Internal Revenue 
Service with reference to the claims referred to in 
Paragraphs V and VI hereinabove, and none of the 
payments referred to in Paragraph III and IV 
hereinabove have been refunded or credited to the 
plaintiff. 

ST. 

The payments referred to in Paragraphs IIT and 
IV hereinabove were all made to defendant as Di- 
rector of Internal Revenue for the District of Los 
Angeles, and defendant stil] occupies that position. 


Wherefore, plaintiff prays judgment agamst de- 
fendant in the amount of $20,790.37, plus interest 
as provided by law, and for its [11] costs and dis- 
bursements herein, and for such other and further 
relief as the Court may deem proper. 


GIBSON, DUNN & 
CRUTCHER, 


By /s/ BERT A. LEWIS, 
Attorneys for Plaintiff. [12] 
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Articles of Incorporation of 
Randall Foundation, Inc. 


Know All Men by These Presents: 


That we, the undersigned, a majority of whom 
are residents of the State of California, do hereby 
voluntarily associate ourselves together for the pur- 
pose of incorporating a non-profit corporation under 
the laws of the State of California, as set forth in 
Part I of Division 2 of Title I of the Corporations 
Code of the State of California, and we do hereby 
certify that: 

i 
The name of said corporation Is: 


Randal] Foundation, Ine. 


II. 

That the specific and primary purpose for which 
said corporation is formed is to aid, assist, contrib- 
ute to and/or establish charitable, religious and edu- 
eationa! institutions, organizations and foundations. 


III. 

That in order to carry out the aforesaid purpose 
the corporation shall have the power and right to 
engage in those activities permitted by law to a non- 
profit corporation organized under the laws of the 
State of California and under the title aforesaid, 
and as selected from time to time by the Board of 
Trustees with a view to creating funds and sources 
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of revenue for the promotion and advancement of 
charitable, religious and educational work contem- 
plated by the corporation’s primary purpose. 


TV. 
That the principal office for the transaction of the 
business of the corporation will be located in the 
County of Los Angeles, State of California. [13] 


V. 

That the number of ‘T'rustees of said corporation 
shall be five (5), and the names and residences of 
the first Trustees, together with the period for which 
they will serve, is as follows: 


Name: Paul Randall. 
Period of Service: For Life. 
Address: 2050 Fremont Street, South Pas- 
adena, Calif. 


Name: Frank R. Randall. 
Period of Service: 2 years. 
Address: 2050 Fremont Street, South Pas- 
adena, Calif. 


Name: Dorothy R. Ward. 
Period of Service: 1 year. 
Address: 3168 Flower Street, Huntington 
Park, Calif. 


Name: Frederick W. Bailes. 
Period of Service: 1 year. 
Address: 846 South Sycamore Avenue, Los 
Angeles, Calif. 
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Name: James A. Flanagan. 
Period of Service: 1 year. 
Address: 153 South Camden Drive, Bev- 
erly Hills, Calif. 


Upon any vacancy occurring on the Board of 
Trustees for any reason, or upon the termination of 
the period for which the member serves, the suc- 
cessor ‘Trustee shall be appointed by the founder, 
Paul Randall, during his hfetime, and thereafter 
shall be appointed by the remaining Trustees. 


VI. 
That the Trustees hereunder shall have equal vot- 
ing power but no individual property rights in or to 
any assets of the foundation or corporation. 


VII. 
This corporation is without capital stock, is not 
organized for profit, and does not contemplate pe- 
euniary gain to the members. 


Valepl: 

No member shall have any proprietary interest 
whatever in or to any of the assets of the corpora- 
tion, and no income, increments, or other pecuniary 
gain, benefit, or advantage of any kind, in anv 
way [14] arising from or growing out of the assets 
of the corporation or their operation will inure to 
or In any way go to or vest in any member of the 
corporation. Upon the dissolution or winding up of 
the corporation, after paying or adequately provid- 
ing for the debts and obligations of the corporation, 
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any remaining assets shall be distributed to a re- 
ligious, educational or charitable organization lo- 
cated in California and selected by the Board of 
Trustees. 


In Witness Whereof, we, being the original Trus- 
tees of said corporation, have hereunto set our hands 
and seals this 11 day of May, 1950. 


/s/ PAUL RANDALL, 

/s/ FRANK R. RANDALL, 

/s/ DOROTHY R. WARD, 

/s/ FREDERICK W. BAILLES, 
/s/ JAMES A. FLANAGAN. [15] 


State of California, 
County of Los Angeles—ss. 


On this 11 day of May, 1950, before me, Leona J. 
Moore, a Notary Public in and for said County and 
State, residing therein, personally appeared Paul 
Randall, Frank R. Randall, and Dorothy R. Ward, 
personally known to me to be the persons whose 
names are subscribed to the foregoing Articles of 
Incorporation, as incorporators, and who are also 
named therein as ‘Trustees, and acknowledged to me 
that they executed the said Instrument. 


In Witness Whereof, I have hereunto affixed my 
hand and official seal this 11 day of May, 1950. 
[Seal] LEONA J. MOORE, 
Notary Public in and for the County of Los An- 
geles, State of California. [16] 
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State of California, 
County of Los Angeles—ss. 


On this 11 day of May, 1950, before me, Leona J. 
Moore, a Notary Public in and for said County and 
State, residing therein, personally appeared Fred- 
erick W. Bailes and James A. Flanagan, personally 
known to me to be the persons whose names are sub- 
scribed to the foregoing Articles of Incorporation, 
as incorporators, and who are also named therein 
as ‘Trustees, and acknowledged to me that they exe- 
cuted the said Instrument. 


In Witness Whereof, I have hereunto affixed mv 
hand and official seal this 11 day of May, 1950. 


[Seal] LEONA J. MOORE, 
Notary Public in and for the County of Los An- 
geles, State of California. [17] 


EXHIBIT B 


Certificate of Amendment of Articles of Incorpora- 
tion of Randall Foundation, Inc. 


The undersigned, Paul Randall, Dorothy R. 
Ward, Frederick W. Bailes and James A. Flanagan 
do hereby certify: 


One: That the signers hereof constitute at least 
two-thirds of the incorporators of Randall Founda- 
tion, Ine., a California corporation; that Randall 
Foundation, Inc., is a non-profit non-stock corpora- 
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tion; that the number of incorporators is five; that 
there are no members of this corporation other than 
the incorporators thereof. 


Two: That they hereby adopt the following 
amendments of said articles of incorporation: 

(a) Article II of said articles is hereby amended 
to read as follows: 

i I 

That the specific and primary purpose for which 
said corporation is formed is to establish a home 
for underprivileged boys, without regard to race, 
ereed or color. It shall be the purpose of this home 
to prevent and cure waywardness among boys by 
providing a wholesome home with facilities for edu- 
cation and the teaching of useful trades or oeeupa- 
tions. 


(b) Article III of said articles is hereby 
amended to read as follows: [18] 


Jee 

That in order to carry out the aforesaid purpose 
the corporation shall have the power and right to 
engage in those activities permitted by law to a non- 
profit corporation organized under the laws of the 
State of California under the title aforesaid and 
under Section 101(6) of the United States Internal 
Revenue Code and as selected from time to time by 
the Board of Trustees with a view to creating funds 
and sources of revenue for the creation and main- 
tenance of the aforesaid home. 


(c) Article VEIT of said articles is hereby 
amended to read as follows: 
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ale: 

No member shall have any proprietary interest 
whatever in or to any of the assets of the corpora- 
tion, and no income, increments, or other pecuniary 
gain, benefit, or advantage of any kind, in any way 
arising from or growing out of the assets of the cor- 
poration or their operation will inure to or in any 
way to to or vest in any member of the corporation. 

The following article is added to the articles of 
incorporation and designated as Article LX and is 
to read as follows: 

TX. 

Upon the dissolution or winding up of the ecor- 
poration after paying or adequately providing for 
the debts and obligations of the corporation, any re- 
maining assets shall be distributed to such religious, 
educational or charitable organizations as may be 
selected by the Board of Trustees; however, [19] 
the Board of Trustees may designate only such or- 
ganizations as are located in the State of California 
and which qualify as exempt organizations under 
the provisions of Section 101(6) of the United 
States Internal Revenue Code. 


In Witness Whereof, the undersigned have exe- 
cuted this certificate this 7th day of October, 1952. 


/s/ PAUL RANDALL, 
/s/ DOROTHY R. WARD, 
/s/ FREDERICK W. BAILES. [20] 
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State of California, 
County of Los Angeles—ss. 


Paul Randall, Dorothy R. Ward, Frederick W. 
Bailes and James A. Flanagan, being first dulv 
sworn, each for himself or herself, deposes and says: 

That each is one of the incorporators of Randall 
Foundation, Inc., the California corporation men- 
tioned in the foregoing certificate of amendment; 
that each has read said certificate and that the state- 
ments therein made are true of his own knowledge, 
and that the signatures purporting to be the signa- 
tures of the incorporators thereto are the genuine 
signatures of said incorporators. 


/s/ PAUL RANDALL, 
/s/ DOROTHY R. WARD, 
/sf FREDERICK W. BAILES, 
/s/ JAMES A. FLANAGAN. 
Subseribed and sworn to before me this 7th day 
of October, 1952. 


[Seal] LEONA J. MOORE, 
Notary Publi in and for Said 
County and State. [21] 
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EXHIBIT C 
Form 843 


U.S. Treasury Department 
Internal Revenue Service 
(Revised June, 1951) 


Claim 


To Be Filed With the Collector Where 
Assessment Was Made or Tax Paid 


The Collector will indicate in the block below the 
kind of claim filed, and fill in, where required, the 
certificate on the baek of this form. 


[] Refund of Taxes Illegally, Erroneously, or 
Excessively Collected. 

{ } Refund of Amount Paid for Stamps Un- 
used, or Used in Error or Excess. 

[ ] Abatement of Tax Assessed (not applicable 
to estate, gift, or income taxes). 


[Collector’s Stamp]: Received 95—June 12, 1953, 
Director Int. Rev., Los Angeles, Teller #1. 


Notice—Under Reorganization Plan No. 1 of 1952, 
all references to Collector of Internal Revenue 
and Deputy Collector now relate to Director of 
Internal Revenue and Revenue Agent. 


Name of taxpayer or purchaser of stamps: Randall 
Foundation, Inc. 


Street address: 2050 So. Fremont Avenue. 


City, postal zone and number, and State: South 
Pasadena, California. 
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Fr Wretret in which return Cif any) was filed: 
Los Angeles, Calif. 


2. Period Gf for tax reported on annual basis, 
prepare separate form for each taxable year) from 
6/11, 1950, to 4/30, 1951. 


3. Kind of tax: Income tax. 


4. Amount of assessment, $6,677.13; dates of 
payment, June 10, 1953. 


5. Date stamps were purchased from the Gov- 
(ITI ae oes nn rr 


6. Amount to be refunded: $6,677.13, or such 
other amount as is legally refundable plus interest 
as provided by law. 


7. Amount to be abated (not applicable to in- 
come, estate, or gift taxes).......... oO ak. eee 


The claimant believes that this claim should be al- 
lowed for the following reasons: 


During the period here in question, taxpayer was 
a non-profit corporation organized and operated 
exelusively for religious, charitable, scientific or ed- 
ucational purposes, no part of the net earnings of 
which inured or could inure to the benefit of any 
private shareholder or individual and no substan- 
tial part of the activities of which was carrying on 
propaganda or otherwise attempting to influence 
legislation. It was, therefore, exempt from Federal 
income tax under the provisions of Sec. 101(6) of 
the I.R.C., and the above income tax for said vear 
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assessed against it was erroneously assessed and 
should be refunded. 


Without limiting the generality of the foregoing 
ground for refund, there is attached hereto a state- 
ment setting forth in some detail the organization 
and operation of the taxpayer, the history of its at- 
tempts to secure a ruling of exempt status from the 
Bureau of Internal Revenue, and some of the rea- 
sons and authorities supporting taxpayer’s position 
that, contrary to the prior Bureau rulings, during 
the year here in question it was exempt and 1s en- 
titled to the claimed refund. 


I declare under the penalities of perjury that this 
claim (including any accompanying schedules and 
statements) has been examimed by me and to the 
best of my knowledge and belief is true and correct. 


Signed : | 
RANDALL FOUNDATION, 
INC. 


By /s/ PAUL M. RANDALL, 
President. 


Dated: 6/12, 1953. [22] 


Memorandum in Support of Taxpayer’s Position 


The principal basis for the Bureau’s action in 
denying prior requests for exemption was the fact 
that the Foundation had engaged in many purchases 
and sales of stocks and securities during each year 
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which the Bureau felt constituted the carrying out 
of a trade or business. 


It is submitted that such a position is erroneous 
and that such activity does not properly affect the 
exempt status of the Foundation: 


1. As to the year beginning with organization Mav 
11, 1950, and ending April 30, 1951: 


(a) Such activity does not constitute the carry- 
ing out of a trade or business. A constant stream of 
changes of a person’s investments for his own ac- 
count does not constitute engaging in a trade or 
business, regardless of the number of transactions. 
Commissioner v. Burnett, 118 Fed. (2d) 659 (C.C.A. 
oth, 1941). (During the year, there were 584 trans- 
actions, both in stocks and commodities on margin.) 
Higeins v. Commissioner, 312 U. S. 212 (1940), 
where the Government contended that ‘‘mere per- 
sonal investment activities never constitute carrying 
on a trade or business, no matter how much of one’s 
time or of one’s employee’s time they may occupy.’’ 
The Supreme Court, in affirming the Tax Court’s 
holding that the investor was not engaged in trade 
or business, stated: [23] 


‘“No matter how large the estate or how con- 
tinuous or extended the work required may be, 
such facts are not sufficient as a matter of law 
to permit the Courts to reverse the decision 
of the Board.”’ 


Kane v. Commissioner, 100 Fed. (2d) 382, (C.C.A. 
2nd, 1988), where investor was held not to be en- 
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gaged in trade or business notwithstanding evidence 
to the effect that he ‘‘changed investments contin- 
meal? 7 


(b) Even if, contrary to the above law, such ac- 
tivity did constitute the carrying out of a trade or 
business, that fact would not affect the otherwise 
exempt character of the Foundation: 


(1) Since sales were made on the exchange 
and not to customers, the Foundation was 
clearly not a ‘‘dealer in securities.’’ 


Pacific Affiliates, Inc., 
18 T. C. 1175 at 1212 (1952). 


George R. Kemon, 
16 T. C. 1026 (1951). 


Commissioner v. Burnett, 
118 Fed. (2d) 659, (C.C.A. 5th 1941). 


Such gains, therefore, were not taxable as unre- 
lated business income under Section 422(a) (5) of 
the I.R.C. Furthermore, since Mr. Randall received 
no consideration from the Foundation for his serv- 
ices in determining and carrying out its investment 
policies, including purchases and sales, such income 
would also not be unrelated business income because 
of the provisions of Section 422(b) (1). Since for 
these two independent reasons the income would not 
be taxable as unrelated business income, Section 
302 [24] (a) of the Revenue Act of 1950 applies and 
precludes the denial of exemption because of any 
such trade or business. 
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(ec) Under Section 303 of the Revenue Act of 
1950, the law with respect to the taxability of feeder 
organizations as applicable to taxable years begin- 
ning prior to December 31, 1950, was specifically not 
affected by the provisions of the 1950 Act. Under 
such law, so long as the funds of the organization 
were dedicated to the requisite charitable purpose, 
it was immaterial that the organization earned in- 
come from the operation of the business: 


Roche’s Beach, Inc., v. Commissioner, 
96 Fed. (2d) 776, (C.C.A. 2nd 1938). 


Trinidad v. Sagrada Orden De Predicadores, 
263 U.S. 578, (1923). 


Willingham v. Home Oil Mill, 
181 Fed. (2d) 9, (C.C.A. Sth 1950). 


C. F. Mueller Co. v. Commissioner, 
190 Fed. (2d) 120, (C.C.A. 3rd 1951). 


The Jack Little Foundation v. Jones, 
102 FF Supp. 326, (W.D. Okla. 1951). 


Sico Company v. United States, 
i FP Supps 196, (Ct. Clms. 1952). 


Even in the Tax Court decisions which have held 
to the contrary they have stressed the fact that the 
business involved competed with other businesses 
which were subject to taxes. 

There is obviously no competition with private 
enterprise in the instant case since the sales were 
made not to customers but [25] through regular 
stock exchanges. 
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(a) Such activity does not constitute the carry- 
ing out of a trade or business. A constant stream 
of changes of a person’s investments for his own 
account does not constitute engaging in a trade or 
business, regardless of the number of transactions. 
Commissioner v. Burnett, 118 Fed. (2d) 659, (C.C.A. 
5th, 1941). (During the year, there were 584 trans- 
actions, both in stocks and commodities on margin.) 
Higgins v. Commissioner, 312 U. 8S. 212 (1940), 
where the Government contended that ‘‘mere per- 
sonal investment activities never constitute carry- 
ing on a trade or business, no matter how much of 
one’s time or of one’s employee’s time they may 
oceupy.’’ The Supreme Court, in affirming the Tax 
Court’s holding that the investor was not engaged 
in trade or business, stated: 


‘‘No matter how large the estate or how con- 
tinuous or extended the work required may be, 
such facts are not sufficient as a matter of law 
to permit the Courts to reverse the decision 
of the Board.’’ 


Kane v. Comissioner, 100 Fed. (2d) 382, (C.C.A. 
2nd, 1938), where investor was held not to be en- 
gaged in trade or business notwithstanding evidence 
to the effect that he ‘‘changed investments contin- 
ally.’ 


(b) Even if, contrary to the above law, the in- 
vestment activity is considered to constitute a trade 
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or business, it is clear that the Foundation was not 
organized or operated for the ‘‘primary purpose’’ 
of carrying on a trade or business as [26] that 
phrase is used in the second to the last paragraph 
of Section 101 as added by the 1950 Revenue Act. 
That phrase was obviously intended to refer to the 
situations mentioned by the committees in their re- 
ports on this addition—automobile businesses, spa- 
ghetti factories, and the lke, which were either con- 
tributed or sold to a non-profit organization. In con- 
trast in the instant case, Income producing invest- 
ments were given to the Foundation and the fact 
that there were many conversions and reinvestments 
of said funds ean hardly sustain the proposition that 
the primary purpose of the Foundation was the op- 
eration of a trade or business. The founder has al- 
ways had a specific charitable project in mind and 
the Foundation is working diligently to secure the 
necessary funds to accomplish that charitable pur- 
pose. 


(ec) There was no unreasonable accumulation of 
the Foundation’s income within the meaning of Sec- 
tion 3814 for the year in question since its ehari- 
table contributions substantially exceeded the excess 
of its ordinary income over its expenses, and, the 
proceeds from the sales of its investments were 
promptly reinvested in other securities held in good 
faith for the product of investment income. Thus, 
such profits are eliminated in considering whether 
an accumulation is unreasonable. 


Reeulation 111, Section 29.3814-1. 
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Furthermore, the charitable contributions paid 
out by the Foundation during the first two years 
of its existence exceeded the excess of its ordinary 
income over its expenses for those years. [27] 


EXHIBIT D 
Form 843 


U.S. Treasury Department 
Internal Revenue Service 
(Revised June, 1951) 


Claim 


To Be Filed With the Collector Where 
Assessment Was Made or Tax Paid 


The Collector will indicate in the block below the 
kind of claim filed, and fill in, where required, the 
certificate on the back of this form. 


[] Refund of Taxes Illegally, Erroneously, or 
Excessively Collected. 

[] Refund of Amount Paid for Stamps Un- 
used, or Used in Error or Excess. 

[} Abatement of Tax Assessed (not applicable 
to estate, gift, or income taxes). 


[Collector’s Stamp]: Received 95—June 12, 1953, 
Director Int. Rev., Los Angeles, Teller #1. 


Name of taxpayer or purchaser of stamps: Randall 
Foundation, Ine. 


vs. Robert A Riddell Ys: 
Street address: 2050 So. Fremont Avenue. 


City, postal zone number, and State: South Pasa- 
dena, California. 


1. District in which return (if any) was filed: 
Los Angeles, Calif. 


2. Period Gf for tax reported on annual basis, 
prepare separate form for each taxable year) from 
9/1/51, to 4/30/52. 


3) Wand of tax: Income tax. 


4. Amount of assessment, $14,113.24; dates of 
payment, June 10, 1953. 


5. Date stamps were purchased from the Gov- 
ol gee oo, 


6. Amount to be refunded $14,113.24, or such 
other amount as is legally refundable plus interest 
as provided by law. 


7. Amount to be abated (not applicable to in- 
Bonie, Cemabe, OMPIIL taxXeS).......... So... ee 


The claimant believes that this claim should be al- 
lowed for the following reasons: 


During the period here in question, taxpayer was 
4 non-profit corporation organized and operated ex- 
slusively for religious, charitable, scientific or edu- 
cational purposes, no part of the net earnings of 
which inured or could inure to the benefit of any 
private shareholder or individual and no substantial 
part of the activities of which was earrying on 
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propaganda or otherwise attempting to influence 
legislation. During the year in question, the tax- 
payer engaged in no prohibited transactions as de- 
fined in Sec. 3813 of the I.R.C. and did not engage 
in any practices prohibited by Sec. 3814 of the I.R.C. 
Thus, it was exempt from income tax for said year. 


Without limiting the generality of the foregoing 
eyound for refund, there is attached hereto a state- 
ment setting forth in some detail the organization 
and operation of the taxpayer, the history of its at- 
tempts to secure a ruling of exempt status from the 
Bureau of Internal Revenue, and some of the rea- 
sons and authorities supporting taxpayer’s position 
that, contrary to the prior Bureau rulings, during 
the year in question 1t was exempt and is entitled to 
the claimed refund. 


IT declare under the penalties of perjury that this 
claim (including any accompanying schedules and 
statements) has been examined by me and to the best 
of my knowledge and belief is true and correct. 


Signed: 
RANDALL FOUNDATION, 
INC. 


By /s/ PAUL M. RANDALL, 
President. 


Dated: 6/12/1953. [28] 
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[Title of District Court and Cause. ] 


ANSWER 


Comes Now the defendant in the above-entitled 
action and, in answer to plaintiff’s complaint, ad- 
mits, denies and alleges: 

I. 

Defendant denies the allegations contained in 
paragraph I of plaintiff’s complaint, except it is 
admitted that plaintiff is a California corporation 
with its prineipal place of business in Los Angeles 
County, California; it is further admitted that 
the corporation was formed on or about May 11, 
1950. 

TI. 

Admits the allegations contained in paragraph II 
thereof. 

Tite 

Defendant is without knowledge or information 
sufficient to form a belief as to the truth of the al- 
legations contained in paragraph II] of plaintiff’s 
complaint, except it is admitted that plaintiff filed 
with the Internal Revenue Service an application 
for exemption from federal income tax under See- 
tion 101(6) of the Internal Revenue Code and that 
said application was rejected by the Internal Rev- 
enue Service on September 12, 1951; it is further 
admitted that the [38] Director of Internal Revenue 
of Los Angeles demanded that plaintiff file corpo- 
rate income tax returns for its fiscal years ending 
April 30, 1951, and April 30, 1952, and that plain- 
tiff filed with said Director, on June 10, 1953, income 
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tax returns for the year ending April 30, 1951, pay- 
ing a tax thereon of $6,677.13, and for the year end- 
ing April 30, 1952, paying a tax thereon of 
$14,113.24. 

EV 

Defendant denies the allegations contained in 
paragraph IV of plaintiff’s complaint, except it is 
admitted that on August 21, 1953, plaintiff paid 
an additional tax for the year ending April 30, 1951, 
in the amount of $2,184.28, and for the year ending 
April 30, 1952, additional tax in the amount of 
$4,328.51. 

V. 

Defendant denies the allegations contained in 
paragraph V of plaintiff’s complaint, except it is 
admitted that on June 12, 1953, plaintiff filed with 
defendant a claim for refund for its fiscal year end- 
ing April 30, 1951; it is also admitted that a copy of 
said claim (exclusive of four pages headed ‘‘State- 
ment Attached to Claim for Refund of Income Tax 
of Randall Foundation, Inc.’’) is attached to the 
complaint as Exhibit C, but each and every allega- 
tion and conclusion contained therein is specifically 
denied. 

VI. 

Defendant denies the allegations contained in 
paragraph VI of plaintiff’s complaint, except it 1s 
admitted that on June 12, 1953, plaintiff filed with 
defendant a claim for refund for its fiscal year end- 
ing April 30, 1952; it is also admitted that a copy 
of said claim (exclusive of four pages headed 
‘‘Statement Attached to Claim for Refund of In- 
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come Tax of Randall Foundation, Ine.’’) is attached 
to the complaint as Exhibit D, but each and every 
allegation and conclusion contained therein is spe- 
cifically denied. 
ari 

Defendant is without knowledge or information 
sufficient to form a belief as to the truth of the mat- 
ters alleged in and under ‘‘Statement Attached to 
Claim for Refund of Income Tax of Randall Founda- 
tion, Inc.,’’ but defendant admits that said claim for 
refund contained the identical statements set forth in 
Suvsections [294 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11 and 
12 of paragraph VII of plaintiff’s complaint. 


NpPUOE 

Denies each and every allegation contained in 
paragraph VITI. 

IX. 

Defendant is without knowledge or information 
sufficient to form a belief as to the truth of the al- 
legations contained in paragraph IX of plaintiff’s 
complaint, except it is admitted that attached to 
the complaint as Exhibits E and F are schedules 
containing sales of securities or property by plain- 
tiff during its fiseal years ending April 30, 1951, 
and April 30, 1952, respectively. 


NS 
Defendant is without knowledge or information 
sufficient to form a belief as to the truth of the al- 
legations contained in paragraph X of plaintiff's 
complaint. 
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ak 
Defendant admits the allegations contained in 
paragraph XI of plaintiff’s complaint. 


Po UE 
Defendant admits the allegations contained in 
paragraph XII of plaintiff’s complaint. 


Wherefore, having fully answered, defendant 
prays that he be hence dismissed with his costs in 
this behalf expended. 


LAUGHLIN E. WATERS, 
United States Attorney ; 


EDWARD R. McHALE, 
Assistant U. 8S. Attorney, 
Chief, Tax Division; 


/s/ EDWARD R. McHALE, 
Attorneys for Defendant. 
Affidavit of Service by Mail Attached. 
[Endorsed]: Filed April 21, 1954. [40] 


ooo 


[Title of District Court and Cause. | 


STIPULATION OF FACTS 


It Is Hereby Stipulated by and between the par- 
tices hereto that, in addition to the allegations in 
plaintiff’s complaint which have not been contro- 
verted by defendant’s answer, the following facts 
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are true and correct. The relevancy or materiality 
of said facts is not stipulated. 


I. 

Plaintiff is, and at all times herein mentioned 
has been, a California corporation, with its princi- 
pal place of business in Los Angeles County, Cali- 
fornia. It was formed on or about May 11, 1950. A 
true and correct copy of its Articles of Incorpo- 
ration filed with the California Secretary of State 
at the time of its organization is attached to the 
complaint on file herein as Exhibit ‘‘A.’’ A true and 
eorrect copy of a Certificate of Amendment to said 
Articles filed with the California Secretary of State 
on October 9, 1952, is attached [42] to the com- 
plaint herein as Exhibit ‘‘B.”’ There have been no 
other amendments to its Articles of Incorporation, 
and the Articles as thus amended are presently in 
effect. 

IGE 

Plaintiff adopted a fiscal year ended April 30th, 
and shortly after the close of its first fiscal vear 
ended April 30, 1951, it filed with the Internal Rey- 
enue Service an application for exemption from 
Federal income tax under Section 101(6) of the In- 
ternal Revenue Code. Said application was rejected 
by the said Service on September 12, 1951. There- 
after, plaintiff through its various tax advisers at- 
tempted to convince the Service that it was entitled 
to such tax exemption but its efforts were unsuc- 
cessful, and the Service later denied plaintiff’s ap- 
plication for exemption under Section 101(6) for its 
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fiscal year ended Apri] 30, 1952. In May, 1953, 
plaintiff employed the Los Angeles law firm of Gib- 
son, Dunn & Crutcher to assist in its efforts to ob- 
tain exemption from Federal income taxes. At that 
time, plaintiff was faced with a demand of the Di- 
rector of Internal Revenue of Los Angeles to file 
corporate income tax returns for its fiscal years 
ending April 30, 1951, and April 30, 1952, and upon 
advice of said law firm, plaintiff filed with said 
Director on June 10, 1953, income tax returns for 
said years computing a tax due for the year ended 
April 30, 1951, of $6,677.13, and for the year ended 
April 30, 1952, of $14,113.24. The amounts of tax 
shown due per said returns were paid to said Di- 
rector on or about June 10, 1953. 


‘Taal. 

The Director of Internal Revenue at Los An- 
geles demanded payment of additional tax for the 
year ended April 30, 1951, in the amount of $14.32, 
plus penalty for unreasonable delay in filing said 
return of $1,672.86, plus interest of $497.05. Plain- 
tiff paid these sums on August 21, 1953, The Direc- 
tor of Internal Revenue at Los Angeles demanded 
pavment of additional tax for the year ended April 
30, 1952, in the amount of $26.28, plus penalty for un- 
reasonable delay in [43] filing said return of 
$3,534.88, plus interest of $767.35. Plaintiff paid 
these sums on August 21, 1953. 


Ive 
Under date of June 12, 1953, plaintiff filed with 
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the Director of Internal Revenue at Los Angeles a 
claim for refund of tax originally paid for its fiseal 
year ended April 30, 1951, a true and correct pho- 
tostatic copy of which (exclusive of four pages 
thereof appearing thereon under the heading 
“Statement Attached to Claim for Refund of In- 
come Tax of Randall Foundation, Inc.,"* which 
pages are pleaded in the complaint herein in haec 
verba) 1s attached to said complaint and marked 
Wxhibit *C."’ 
yy: 

Under date of June 12, 1953, plaintiff filed with 
defendant a claim for refund of the tax paid pursu- 
ant to its return for the year ended April 30, 1952, 
a true and correct photostatic copy cf which (ex- 
elusive of four pages thereof appearing under the 
heading ‘‘Statement Attached to Claim for Refund 
of Income Tax of Randall Foundation, Inc.."* and 
exclusive of five pages thereof appearing under the 
heading ‘‘Memorandum in Support of Taxpaver’s 
Position’’ which is identical with the statement 
under said heading appearing as a part of Exhibit 
“CC to plaintiff’s complaint herein) is attached 
to said complaint and marked Exhibit **D.”’ 


VI. 

Between the time of the organization of plain- 
tiff and April 30, 1952. gifts of the following prop- 
erty were made by Pau] M. Randall to plaintiff on 
the following dates: 
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Approximate 

Market Value 

Date Type of Property at Date of Gift 
b7 27 a0 200 shs Reserve Oil eG ace ee $ 3,574.26 
7/10/50 250 shs.—Toledo Edison ......0..2. eee 2,492.08 
12/ 5/50 100 shs—Fullerton Oi) -..22.....2.2.-.cncseceneceees 3,099.94 
12/13/50 100 shs.—Signal Oil & Gas Co. .................. 6,092.44 
1/30/51 200 shs.—General Exploration .................. 2,034.90 
2/13/51 100shs.—General Exploration ................. L201 ie 
4/19/51 7000 shs.—Nordon Corp. ....--..---:----ccssceseee-0- 1,916.48 
4/26/51 1000 shs—Nordon Corp. ............2.-------c--e0000 249.49 
4/30/52 14sh. —Hancock Oil Co. «2002 54.50 
4/30/52 3000 shs.—Nordon Corp. ...-.....22--..---:c-:ceeeece 618.47 
Total tiie ee ee $ 21,425.08 


VII. 

Between the dates of June 13, 1950, and April 9, 
1951, Paul M. Randall made loans to the plaintiff 
Foundation totaling $155,200.00. The date of each 
loan and the amount thereof are as follows: 


Date Amount 
O/13/50 .......cuee ae re $ 40,000.00 
‘9 icy.) art: cael ace i. 14,000.00 
5 Wl 2) NiO A aaa en ies ie 7,000.00 
WARS... ee ee 12,500.00 
3/1/15) nee dee Co. nee Pe ot) 1,900.00 
BUA o.nnneneccensddicees ee. 7,800.00 
DOO TO vc scnnccnnenncce eee 1, 2,800.00 
BOT ON .ocicecec0s ek ee 60,000.00 
BMD / OL. .s..-.nnsecicdcscsice ee 9 200.00 

Total... nnn ee $155,200.00 


These loans were repaid by payments from the 
plaintiff Foundation to Paul M. Randall as follows: 


Date Amount 
BL aclect E e.. e eR EES $ 40,000.00 
Od 207 ese eR Sk SRE pe cea 30,000.00 
Pe 7A RR OE PEON TEE Bocce cae p 85,200.00 


MOM asie ie ee $155,200.00 
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On the latter date, the plaintiff Foundation also 
paid Mr. Randall $3,617.69 which purported to rep- 
resent interest at the rate of 214% per annum on 
the aforesaid loans. By applying the aforesaid re- 
payments proportionately to the earliest loans and 
eomputing interest at 244% per annum on outstand- 
ing balances, using a 30-day month, the total inter- 
est at 216% per annum would have been $3,458.51. 
The books of the plaintiff Foundation, as examined 
for all periods prior to April 30, 1953, do not re- 
fleet any loans from Paul M. Randall to the plain- 
tiff Foundation other than those set forth above, 
except that between the date of November 8, 1950, 
and January 12, 1951, said books reflect that Paul 
M. Randall] loaned to said Foundation a total of 
1150 shares of the capital stock of Universal Con- 
sohidated Oil Company, and said books reflect no 
interest or other charge made by Paul M. Randall 
for such loan. 

VEG. 

At the time of the aforesaid loans, Paul M. Ran- 
dall was indebted on margin accounts of fluctuating 
amounts to the brokerage houses of Akin-Lambert 
Co., Ine., and Harbison & Henderson Company. The 
interest which Paul Randall personally was charged 
on said indebtedness depended on two factors: 


(i) The prime effective rate of interest; and 


Gi) The amount of his borrowmgs upon said 
accounts. 

The interest rate charged by said brokerage 
houses to Paul Randall personally on said indebt- 
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edness during the months from May, 1950, through 
December, 1951, and the amount of interest so 
charged were as follows: 


Month Akin-Lambert Co., Ine. Harbison & Henderson Co. 


1950 Rate Amount Rate Amount 
June 2% $285.65 2% $266.18 
July 2% 319.24 2% 266.63 
August 2% 315.43 2% 261.92 
September 2% 29143 2% 234.54 
October 214% 321.97 214% 317.04 
November 214% 302.16 214% 307.70 
December 214% 281.19 214% 241.02 

Oil 
January 214% 447.40 214% 260.57 
February 214% 460.65 214% 239.00 
March 214% 518.34 214% 265.20 
April 214% 428.05 214% 256.49 
May 2144 & 3% 388.68 3% 260.15 
June 39 372.02 164% 117.66 
July 3% 448.11 3% 120.61 
August 3% 505.41 3% 129.49 
September 3% 499.14 3% 125.00 
October 3% 002.54 3% 125.94 
November 3% 413.56 3% (10 days’ Int.) 50.00 
December 3% 440.25 


The $40,000 loaned by Paul M. Randall to the 
plaintiff Foundation on June 13, 1950, was _bor- 
rowed at the same time by him on the aforesaid 
Akin-Lambert margin account, but since some of 
said loans were made by check on Paul Randall’s 
personal account, it is not possible to determine the 
exact source of each loan to the Foundation. 


IX. 
During the period of time between the formation 
of plaintiff Foundation and April 30, 1952, it made 
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the following gifts to various charitable or non- 
profit educational organizations on the following 
dates: [47] 


Date Organization Amount 
4/24/51 Children’s Hospital Society of L.A. .......... $ 500.00 
5/26/51 Sister Elizabeth Kenny Foundation .......... 100.00 
i/o Soe gle Sellospitial .......................-.seeseccee-ee 1,000.00 
o/oa/ol “Mienveeito School for Girls ................0........ 2,000.00 
4/30/52 David Seabury School of Psychology ........ 2,000.00 
4/30/52 Bureau of Welfare, California Teachers’ 

00) —_——_—— are 1,000.00 
Eya0/ oe Mimeri@ammived ‘Cross ....................cccscceceecees 1,000.00 
afo0/52, WMC. of South Pasadena ...................... 1,000.00 
2 /30/o2 #8] Nasions Foundation .............................- 1,000.00 
4/30/52 Children’s Hospital of Los Angeles .......... 500.00 
H/30/52 (Montecito Schools, Ine. _.............2---..---------+ 500.00 
B/30752 Gil Seontssot South Pasadena».................... 100.00 
Velo! CRE C. C0) ———— aeaae 1,000.00 

Inno... ne eceecceeecceeeceeeneeeecens $ 11,700.00 

4 


Schedule F attached to plaintiff’s complaint 
herein is a correct schedule containing all sales of 
securities or property by plaintiff during the fiseal 
year ended April 30, 1952, and Schedule E attached 
to plaintiff’s complaint herein is a correct scheduie 
containing all sales of securities or property by 
plaintiff during its fiscal vear ended April 30, 1951. 


XI. 

The income, expenses, and gains from disposition 
and sale of securities of plaintiff for its three fiseal 
years ended April 30, 1951; April 30, 1952, and 
April 30. 1953, were as follows: 


a2 Randall Foundation, Inc. 
Year Ended 
4/30/51 4/30/52 4/30/53 
Dividends and interest .......... $10,285.00 $ 7,081.93 $ 2,937.67 
HOPS CNISOS) ooo. ioe. cncsecccenesseciceeseose 1,532.36 8,2 Tlkoe 5,966.06 
Gains from disposition and 
sale of securities .................. D025 5.2 (ed O79 GL 5,456.01 


OE. 

In response to the aforesaid application for ex- 
emption for the fiscal vear ended April 30, 1951, the 
Commissioner of Internal Revenue in Washington 
ruled on September 12, 1951, that the plaintiff 
Foundation was not entitled to an exemption. The 
basis of said ruling is contained in the following 
paragraph thereof: 


“It is the opinion of this office that the income 
received by you has not been devoted to the pur- 
poses for which you were incorporated in such a 
manner and to such an extent as to constitute opera- 
tions for such purposes within the meaning of sec- 
tion 101(6) of the Code. Furthermore, your activi- 
ties are primarily those of an organization engaged 
in the ordinary business of buying and selling se- 
curities. An organization which is operated for the 
primary purpose of carrying on a trade or business 
for profit is not exempt from Federal income tax 
notwithstanding all of its profits are payable to 
organizations or purposes specified in section 101(6) 
of the Internal Revenue Code.”’ 


XITI. 
Subsequent to said rejection of its claim under 
Section 101(6), the plaintiff Foundation filed sev- 
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eral requests for reconsideration, involving both the 
facts prior to the amendment of the Articles re- 
ferred to in Paragraph I of this stipulation and 
the amendment to the Bylaws set forth hereinafter, 
and the facets subsequent to said amendments. In 
rulings dated January 15, 1952, June 16, 1952, and 
January 8, 1953, the Bureau adhered to its original 
ruling, and in each instance concluded that the 
plaintiff Foundation [49] was not exempt. The 
basis of the ruling of January 8, 1953, is contained 
in the following paragraph thereof: 


‘‘A review has been made of the evidence which 
formed the basis of Bureau rulings of September 
iZ, 199%; Santary 15, 1952, and June 16, 1952, iH 
connection with the information subsequently sub- 
mitted and the statements made at conferences held 
with representatives of this office in connection with 
this matter. It 1s believed on the basis of the facts 
and evidence submitted, that your activities have 
been primarily those of an organization engaged in 
the ordinary business of buying and selling securi- 
ties, and that there is no error im the conclusion 
reached in Bureau rulings of September 12, 1951; 
January 15, 1952, and June 16, 1952, and they are, 
therefore, hereby affirmed.” 


XIV. 
Pages 10 through 18 of this Stipulation contain 
a true and correct copy of the Bylaws of plaintiff 
Foundation and the amendment to said Bylaws of 
September 30, 1952. There have been no other 
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amendments to said Bylaws and said Bylaws as thus 
amended are presently in effect. 


XY, 

Pages 19 through 57 of this Stipulation contain 
in chronological order a true copy of all Minutes 
and all other documents or papers contained in the 
Minute Book of plaintiff Foundation, except the 
Articles, amended Articles, Bylaws, and amended 
Bylaws. 


Dated this 27th day of September, 1954. 


GIBSON, DUNN & CRUTCHER, 
BERT A. LEWIS, 


By /s/ BERT A. LEWIS, 
Attorneys for Plaintiff. 


LAUGHLIN E. WATERS, 
United States Attorney ; 


EDWARD R. McHALE, 
Assistant U. 8. Attorney, 
Chief, Tax Division ; 


/s/ EDWARD R. McHALE, 
Attorneys for Defendant. [50] 


Bylaws of Randall Foundation, Ine. 


Randall Foundation, Inc., 1s a non-profit corpora- 
tion organized pursuant to the non-profit corpora- 
tions law of the State of California, and particularly 
Part I of Division 2 of Title I of the Corporations 
Code. 
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Cr 
Cl 


Article J. 
Corporate Powers: 


The corporate powers of this corporation shall be 
vested primarily in a board of five trustees, a ma- 
jority of whom shall constitute a quorum for the 
purpose of transacting all business. 


Article IT. 


Term of Office and Election of Trustees: 


The Trustees named in the Articles of Incorpora- 
tion shall act as Trustees for the following periods, 
respectively, and until the election or qualification 
of their successors, to wit: 


Papen. we ee For life 
oe 2 years 
omomiipmieey ard. ........... 0.0200. 1 year 
Pirrederielew, Bailes.................4. 1 year 
dite as Wi@macan................2... 1 year 


Upon the expiration of the term of any Trustee 
or upon any vacaney occurring in the Board of 
Trustees or upon any change in the number of the 
Board requiring additional members, the then re- 
maining members of the Board of Trustees either 
at a special meeting called for such purpose or at 
their next regular meeting, shall elect the Trustee 
or Trustees necessary to complete the Board, and 
shall thereupon fix, by resolution, the term for which 
such Trustee or Trustees shall serve. [51] 
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Article III. 
Powers of Trustees: 
The Board of Trustees shall have power: 


(1) To appoint and remove officers, agents and 
employees of the corporation, prescribe their duties, 
and fix the compensation and term of office or 
service. 


(2) To conduct, manage and control the business 
affairs and property of the corporation, and to make 
rules and regulations for the guidance of the cor- 
poration’s officers and management of business 
affairs of the corporation. 


(3) To incur indebtedness for purposes of the 
corporation, the terms and amounts of such indebt- 
edness to be entered upon the usual books of the 
corporation; to invest the funds of the corporation 
for the purpose of building up reserves for founda- 
tion purposes; to determine the charities, educa- 
tional institutions, or religious institutions which 
may from time to time be the beneficiary of the 
Foundation’s gifts. 


(4) To perform all other duties and exercise all 
other powers permitted by law to be done or exer- 
cised by the Trustees or members of a non-profit 
organization organized under Part I of Division 2 
of Title I of the Corporations Code of the State of 
California. 
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Article IV, 
Officers and Their Duties: 


The Board of Trustees of the corporation shall 
elect a President, a Vice President, a Secretary and 
a ‘Treasurer. 


The President of the Board of Trustees shall 
preside over all meetings of the Board. He shall 
sion as President all contracts and other instru- 
ments of writing which have been first approved or 
authorized by the Board of Trustees, unless some 
other officer 1s [52] designated in the resolution. He 
may call the Trustees together whenever he deems 
it necessary. If at any time the President shall be 
unable to act, the Vice President shall take his 
place and perform his duties, and if for any reason 
the Vice President shall be unable to act, the Board 
of Trustees shall appoint some other member of 
the Board to act, in whom shall be vested, for the 
fime being, all of the duties and functions of the 
office. The President shall perform all duties and 
acts ordinarily performed by the head of a non- 
profit foundation and to the extent authorized by 
law and by resolution of the Board of Trustees. 
Vice President: 


The Vice President shall act in place and in stead 
of the President whenever the latter is unable to 
act and perform such other duties as may from time 
to time be prescribed by the Board of Trustees. 
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Seeretary : 


The Secretary shall keep a record of the acts and 
proceedings of the Board of Trustees. He shall keep 
the corporate seal of the corporation, sign and affix 
the seal of the corporation to all contracts, certia- 
cates and other papers authorized to be executed 
by the Board of Trustees. He shall serve notices 
required, either by law or by the Bylaws of the 
corporation, and in the event of failure to do so, 
then such notices may be served by any person 
thereunto authorized by the President or by the 
Board of Trustees. 


Treasurer: 


The Treasurer shall receive and keep all of the 
funds of the corporation, and pay them out only 
in accordance with the procedure adopted and ap- 
proved by the Board of Trustees. He shall promptly 
deposit all moneys or credits of the corporation in 
a bank or banks to be selected by the Board of 
Trustees; record the date, amount and description 
of each item thereof; and, as Treasurer, when and 
as required by the Board of Trustees, will execute 
a good and sufficient bond to protect the interests 
of the corporation. [53] 


Article V. 


Bylaws may be adopted, amended, altered or re- 
pealed at any regular meeting of the Trustees by 
the affirmative vote of a majority of the trustees 
then in office, or by the written assent of a majority 
of the Trustees then in office. 
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Artiele VI. 
Meetings of Trustees: 


Regular meetings of the Trustees of the corpora- 
tion shall be held on the last Monday of each month, 
beginning with the last Monday of the month of 
July, 1950. Such meetings shall be without notice. 
Special meetings shall be held on call of the Presi- 
dent by personal notice to each Trustee at least 
twenty-four hours before such meeting, or by mail, 
postage prepaid, and such notice mailed to each 
Trustee at least forty-eight hours before such meet- 
ing at his last known address, as shown by the rec- 
ords of the corporation. Special meetings may be 
held at any place or time when all of the Trustees 
are present and the minutes of the meeting show 
the consent to hold such meetings. 


Article VIL. 


Upon dissolution or winding up of the corpora- 
tion, after paying or adequately providing for the 
debts and obligations of the corporation, any re- 
maining assets shall be distributed to a tax exeinpt 
religious, educational or charitable organization 
located in California and selected by the Board of 
Trustees. 


Know All Men by These Presents: 


That we, the undersigned, being all of the per- 
sons appointed in the Articles of Incorporation to 
act as the first Board of Directors of Randall Foun- 
dation, Inc., hereby assent to the foregoing Bylaws 
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and adopt the same as the Bylaws of this corpora- 
tion. [54] 
In Witness Whereof, we have set our hands and 
seals this 21st day of May, 1950. 
/s/ PAUL M. RANDALL, 
/s/ FRANK R. RANDALL, 
/3s/ DOROTHY R. WARD, 
/s/ JAMES A. FLANAGAN, 
/s/ FREDERICK W. BAIUES. [55] 


This Is to Certify that I am the duly elected, 
qualified and acting Secretary of Randall Founda- 
tion, Inc., and that the above and foregoing Bylaws 
were adopted as the Bylaws of said corporation on 
the 21st day of May, 1950, by the persons appointed 
in the Articles of Incorporation to act as the first 
Trustees of said corporation. 


In Witness Whereof, I have hereunto set my 
hand this 21st day of May, 1950. 


/s/ DOROTHY R. WARD, 
Secretary. [56] 


Amendments to Bylaws of 
Randall Foundation, Ine. 


Resolved that the bylaws of Randall Foundation, 
Inec., be and the same are hereby amended in the 
following respects, to wit: 
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One: Subparagraphs (8) and (4) of Article IIT 
of the bylaws are hereby amended to read as fol- 
lows: 


(3) To incur indebtedness for purposes of the 
corporation, the terms and amounts of such indebt- 
edness to be entered upon the usual books of the cor- 
poration; to invest the funds of the corporation for 
the purpose of building up a fund for the erection 
and maintenance of the home described in Article 
II of the Amended Articles of Incorporation of this 
eorporation. 


(4) To perform all other duties and exercise 
all other powers permitted by law to be done or 
exereised by the trustees or members of a non-profit 
organization organized under Part I of Division 
2 of Title I of the Corporation Code of the State 
of California, and permitted by Section 101 (6) of 
the United States Internal Revenue Code. 


Two: Article VII of the bylaws as it now reads 
is deleted and said Article VII shall read as fol- 
lows: 

Vil. 

No member shall have any proprietary interest 
whatever in or to any of the assets of the corpora- 
tion, and no income, increment, or other pecuniary 
gain, benefit or advantage of any kind, in any wavy 
arising from or growing out of the assets of the cor- 
poration or their operation wil] inure to or in anv 
way go to or vest in any member of the corporation. 


Three: There shall be added to the bylaws an 
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Article VIII, which said Article VITI shall read as 
follows: [57] 
VI. 

It is intended that in accomplishing the primary 
purpose of the corporation as set forth in Article 
Il of the articles of incorporation, construction of 
the home described in said Article IL be commenced 
by December 31, 1957, or that the corporation estab- 
lish facilities for the actual residence of at least 90 
inmates not later than December 31, 1959. 


If the corporation fails in the accomplishment of 
the primary purpose set forth in Article II of the 
articles of incorporation, then the trustees shall con- 
sider appropriate resolutions for dissolution of the 
corporation after paying or adequately providing 
for the debts and obligations of the corporation. 
Any remaining assets shall be distributed to such 
religious, educational or charitable organizations as 
may be selected by the Board of Trustees; however, 
the Board of Trustees may designate only such 
organizations as are located in the State of Cal- 
fornia and which qualify as exempt organizations 
under the provisions of Section 101 (6) of the 
United States Internal Revenue Code. 


In the event that the corporation shall be dis- 
solved in accordance with the provisions of this 
Article VITI, the trustees shall make distribution 
to exempt organizations within 12 months of the 
date of the resolution dissolving the corporation. 


Resolved Further that a complete copy of the 
bylaws as amended be now made and attached to 
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these Minutes and that said bylaws as amended be 
made a part of the books and records of this cor- 
poration. 


There being no further business to come before 
the meeting, the meeting was upon motion duly 
made and seconded, and vote being taken, adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. 
Approved: 
/s/ PAUL M. RANDALL, 
President. [58] 


This is to certify that I am the duly elected, quali- 
fied and acting secretary of Randall Foundation, 
Inc., and that a regular meeting of the Board of 
Trustees of Randall Foundation, Inc., was duly and 
recularly held on the last Monday in September. 
to wit, September 29, 1952, at the hour of 2:15 
p.m., at the principal office of the corporation, in 
accordance with the provisions of the bylaws of the 
corporation with respect to such regular meeting. 
and that at said mecting there were at all times 
present and acting a quorum of the Board of Trus- 
tees, to wit, four of the five trustees of said cor- 
poration, and that the within Minutes to which this 
certification is attached are the Minutes of said 
regular meeting so held, and that at said mecting 
the resolutions set forth in the within Minutes, in- 
eluding the resolutions specifically amending the 
articles of incorporation and amending the bvlaws 
of the corporation, were duly and regularly passed. 
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In Witness Whereof I have hereunto set my hand 
this 30th day of September, 1952. 


/s/ DOROTHY R. WARD, 
Secretary. [59] 


Waiver of Notice and Consent to Holding of First 
Meeting of Incorporators and Directors of 
Randall Foundation, Ine. a California Cor- 
poration 


We, the undersigned, being all of the incorpora- 
tors and directors named in the Articles of Incor- 
poration of Randall Foundation, Inc., a non-profit 
California Corporation duly formed by the filing 
of said Articles of Incorporation in the office of the 
California Secretary of State on the 18th day of 
May, 1950, and desiling to hold the first meeting 
of the Incorporators and Directors of said corpora- 
tion for the purpose of completing the organization 
of its affairs, Do Hereby Waive Notice of said 
meeting, and Consent to the holding thereof at 2050 
Fremont, South Pasadena, California, in the City 
of South Pasadena, County of Los Angeles, State of 
California, on the 21st day of May, 1950, at 2:00 
o’clock in the afternoon of said day, for the purpose 
of adopting bylaws, electing officers, adopting a form 
of corporate seal, and transacting such other busi- 
ness as may be brought before said meeting; and do 
hereby further agree that any business transacted 
at said meeting shall be as valid and legal and of 
the same force and effect as though said meeting 
were held after notice duly given. 
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Witness our signatures this 21st dav of May, 1950. 
J/s/ PAUL M. RANDALL, 
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Minutes of First Meeting of Incorporators and 
Directors of Randall Foundation, Inc., a Cali- 
fornia Corporation 


The incorporators and directors named in the 
Articles of Incorporation of Randall Foundation, 
Ine., a non-profit California Corporation, and con- 
stituting the Board of Directors of said corporation, 
held their first meeting at 2050 Fremont in the City 
of South Pasadena, County of Los Angeles, State 
of California, on the 21st day of May, 1950, at 2:00 
o'clock in the afternoon of said day. 


Present at said meeting were all of the imeor- 
porators and Directors of said corporation named 
in its Articles of Incorporation. 


On motion and by unanimous vote, Mr. Paul 
Randall was elected temporary Chairman and Mrs. 
Dorothy R. Ward was elected temporary secretary 
of the meeting. 
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The Chairman announced that the meeting was 
held pursuant to written waiver of notice thereof 
and consent thereto signed by all of the incorpora- 
tors and directors of the corporation named as such 
in the Articles of Incorporation; such waiver and 
consent was presented to the meeting, and upon 
motion made and unanimously carried, was made a 
part of the records of the meeting, and now pre- 
cedes the minutes of this meeting in the book of 
minutes of the corporation. 


The Chairman stated that the original Articles or 
Incorporation of the corporation had been filed in 
the office of the California Secretary of State on 
the 18th day of May, 1950, and that a copy thereof, 
certified by said Secretary of State, had been filed 
in the office of the County Clerk of Los Angeles 
County, on the 23rd day of May, 1950, being the 
County in which the corporation is to have its prin- 
cipal office; he presented to the meeting a certified 
copy of said Articles of Incorporation, and the 
secretary was directed to insert said copy in the 
Book of Minutes of the corporation. [61] 


The matter of the adoption of Bylaws for the 
regulation of the affairs of the corporation was next 
considered. The secretary presented to the meeting 
a form of bylaws, which were duly considered and 
discussed. On motion duly made and unanimously 
carried, the foliowing resolutions were adopted, to 
wit: | 

Resolved, That the bylaws presented to this meet- 
ing and discussed thereat be, and the same hereby 
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are, adopted as and for the bylaws of this corpora- 
tion. 


Resolved Further, That the secretary of this cor- 
poration be, and he hereby is, authorized and di- 
rected to execute a certificate of the adoption of 
said bylaws and to insert said bylaws as so certified 
in the Book of Minutes of this corporation, and to 
see that a copy of said bylaws, similarly certified, 
is kept at the principal office for the transaction of 
business of this corporation, in accordance with 
Section 302 of the California Civil Code. 


The meeting then proceeded to the election of 
officers. The following were duly elected to the offices 
indicated after the names of each: 


tf. “Pietident: Mfr. Paul Randall. 
2. Vice-President: 

3. Seeretary: Dorothy R. Ward. 
4. Treasurer: Dorothy R. Ward. 


Each officer so elected being present accepted his 
or her office, and, thereafter, the president presided 
at the meeting as Chairman, and the secretary acted 
as secretarv of the meeting. 


The secretary presented for approval of the meet- 
ing a proposed seal of the corporation, consisting of 
two concentric circles with the words ‘‘Randall 
Foundation, Ine., California,’? and the words and 
ficures ‘‘Incorporated May 18, 1950,’’ in the form 
and figure as follows: [62] 


(Seal) (Seal) 
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On motion duly made and unanimously carried, 
the following resolution was adopted: 


Resolved, That the corporate seal, in the form, 
words and figures presented to this meeting, be, and 
the same hereby is, adopted as the seal of this cor- 
poration. 


In order to provide for the payment of expenses 
of Incorporation and organization of the corpora- 
tion, on motion duly made and unanimously carried, 
the following resolution was adopted: 


Resolved, That the president or vice-president and 
the treasurer of this corporation be, and they hereby 
are, authorized and directed to pay the expenses of 
the incorporation and organization of this corpora- 
tion. 


After some discussion, the location of the prin- 
cipal office of the corporation in Los Angeles 
County, California, the county named in the Articles 
of Incorporation as that in which the principal 
office for the transaction of the business of the cor- 
poration is to be located, was fixed pursuant to the 
following resolution, adopted, on motion duly made 
and unanimously carried: 


Resolved, That 2050 Fremont Avenue, City of 
South Pasadena, California, be, and the same hereby 
is, designated and fixed as the principal office for the 
transaction of the business of this corporation in 
the County of Los Angeles, State of California. 


To provide for a depository for the funds of the 
corporation, and to authorize certain officers to deal 
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with the corporate funds, the following resolution 
was adopted: 


Resolved, That the funds of this corporation be 
deposited with Citizens National Trust & Savines 
Bank of Los Angeles County, California, main 
branch. 


Resolved Further, That all checks, drafts and 
other instruments obligating this corporation to pay 
money, shall be signed by the President of this cor- 
poration, Paul Randall. [63] 


The attorney for the corporation, to wit: James 
A. Flanagan, who has been serving temporarily as 
a director, then tendered his resignation to the 
Board, and upon motion duly made and seconded, 
and vote being taken, said resignation was accepted. 
The written resignation of Director James A. 
Flanagan was then ordered attached to the minutes 
of the meeting. 

There being no further business to come before 
the meeting, upon motion, duly made, seconded and 
unanimously carried, the Meeting Adjourned. 

/s/ PAUL RANDALL, 
Temporary Secretary ; 

/s/ DOROTHY R. WARD, 
Secretary. 

Attest: 

/s/ PAUL M. RANDALL, 
Temporary Chairman ; 

/s/ PAUL RANDALL, 
President and Chairman. [64] 
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June, 1950. 
To the Board of Directors, 
Randall Foundation, Inc.: 


J hereby tender my resignation as a member of 
the Board of Directors of the corporation, to become 
effective as of the close of the first meeting of the 
Board. 

/s/ JAMES A. FLANAGAN. [65] 


Special Meeting of the Board of Trustees 
of Randall Foundation, Ine. 


Held May 22, 1950, at the Principal Office 
At 2:00 o’Clock P.M. 


The meeting was called to order by the President, 
Paul Randall, and upon the roll being called all of 
the then Trustees were found to be present. 


The Chairman stated that the purpose of the 
meeting was to discuss the opening of a trading ac- 
count in the name of the Foundation, with Aiken- 
Lambert Company, brokerage firm in Los Angeles, 
California, and upon motion being made and sec- 
onded and vote being taken, the following resolution 
was dulv passed: 


Whereas, this Corporation has received by way 
of loan and gift certain moneys and securities (all 
of same to date from Paul Randall, President of the 
Corporation) ; and 
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Whereas, it is deemed by the Corporation advis- 
able, in order to build a fund to carry out the pur- 
poses of the Corporation, to authorize Paul Randall, 
President of the Corporation, to invest the funds 
of the Corporation advanced to it by the said Paul 
Randall, and to that end the Corporation desires to 
empower the said Paul Randall to act for the Cor- 
poration in dealing with securities and with the 
funds of the Corporation, and to open a trading 
account, or accounts, in the name of the Corpora- 
tion, and buy and sell therein on behalf of the Cor- 
poration ; 


Now, Therefore, Be It Resolved: That Paul Ran- 
dall, President of this Corporation, be and he 
hereby is, authorized and empowered for and on 
behalf of this Corporation, to establish and main- 
tain one or more [66] accounts. which mav be 
marginal accounts, with: 


Aiken-Lambert Company 


in the City of Los Angeles, State of California, for 
the purpose of purchasing, investing in, or other- 
Wise acquiring, selling (including  short-sales), 
transferring, exchanging or otherwise disposing of, 
and generally dealing in and with various forms of 
securities, including shares, stocks, bonds, rights to 
subseribe, option warrants, and certificates of in- 
terest, secured or unsecured. 

Further that the fullest authority at all times 


with respect to such commitment, or with respect 
to any transaction deemed by the President, Paul 
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Randall, to be proper in connection therewith, is 
hereby conferred, including authority to give writ- 
ten or oral instructions to the Brokers with respect 
to said transaction, the only limitation on the 
authority herein given being that said Paul Ran- 
dall, President, shall limit his stock purchases to 
that amount available from time to time by way of 
eash or securities in the treasury of the Corpora- 
tion, said amount now being in the sum of $40,000.00 
chan &. . Ae shorts (eee. .4 stock ; 
though, as aforesaid, he may purchase on margin 
to the extent that the available assets of the Cor- 
poration permit. 


The said President, Paul Randall, is further 
authorized to pay in eash or by checks and/or drafts 
drawn upon the funds of the corporation, such 
sums as may be necessary in connection with anv 
of said accounts; to endorse any securities 1n order 
to pass title thereto; to direct the sale or exercise 
of any rights with respect to any securities; to ac- 
cept delivery of any securities, and generally to do 
and take all action necessary in connection with 
said account or accounts. [67] 


Be It Further Resolved, that the Brokers named 
herein may deal with Paul Randall, President, so 
empowered by the foregoing resolution, as though 
they were dealing with the Corporation itself. 


Be It Further Resolved, that the said Brokers 
may rely upon the aforesaid resolution as continu- 
ing fully effective until the Brokers shall reecive 
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due written notice of a change in, or the rescission 
of the authority so evidenced. 


There being no further business to come before 
the meeting, on motion duly made and seconded, it 
was adjourned. 


The signature of Paul Randall herein below shall 
constitute his approval of the understanding herein 
set forth. 

/s/ DOROTHY R. WARD, 
Secretary. 


/s/ PAUL RANDALL. [68] 


Special Meeting of the Board of Trustees 
of Randall Foundation, Inc. 


Held June 16, 1950, at the Principal Office 
At 2:00 o’Clock P.M. 


The meeting was called to order by the President, 
Paul M. Randall, and upon the roll being called, ali 
of the then Trustees were found to be present. 


The Chairman stated that the purpose of the 
meeting was to acknowledge a loan from Paul M. 
Randall to the Foundation in the amount of $40,- 
000.00 and to issue a note therefor pursuant to the 
previous understanding of the Trustees with rela- 
tion to this loan and other loans to follow. 


Upon motion duly made, seconded and vote being 
taken, the following resolution was duly passed: 
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Resolved, That Whereas, this Foundation hopes 
to acquire assets for the Foundation purposes 
through the investment of funds secured by way of 
loan or gift from Paul M. Randall primarily; and 


Whereas, by reason of the premises this corpora- 
tion received certain shares of Reserve Oil and Gas 
Company stock from Paul M. Randall by way of 
Gift on June 12, 1950, and a loan of $40,000.00 on 
June 13, 1950, which latter sum was credited to the 
account of the Foundation with Akin Lambert Co., 
Ine., brokerage firm, Los Angeles, California; and 


Whereas, it was theretofore agreed and under- 
stood that 1n each instance where a loan is made 
to the Foundation the Foundation would issue its 
note payable on demand at any time after .... days 
from date, with interest at 214% payable at ma- 
turity; [69] 


Now, Therefore, pursuant to such agreement and 
understanding, and for the purpose of carrying out 
the contemplated plan of the Foundation to acquire 
funds for investment in order to build up its treas- 
ury with assets to be applied to the purposes of the 
Foundation, the Foundation hereby acknowledges 
receipt by way of loan from Paul M. Randall of 
the sum of $40,000.00 cash and the Secretary of the 
Foundation is hereby authorized and directed to 
execute and deliver to Paul M. Randall a promis- 
sory note of the Foundation, payable on demand at 
any time after .... days from date in the amount 
of $40,000.00, bearing interest at 214% per annum, 
payable at. maturity. 
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There being no further business to come before 
the meeting, on motion duly made and seconded, it 
was adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. 
Approved: 
/s/ PAUL RANDALL, 
President. [70] 


Special Meeting of the Board of Trustees 
of Randall Foundation, Ine. 


Held October 16, 1950, at the Principal Office 
At 2:00 o’Clock P.M. 


The meeting was called to order by the President, 
Paul Randall, and upon the roll being called, all of 
the Trustees were found to be present. 


Mr. Randall stated to the meeting that the pur- 
pose thereof was to open additional trading ac- 
counts, similar to the one opened by the corporation 
in May, 1950, and authorizing him to invest funds 
of the corporation in the market with a view to 
building a reserve capable of carrying out the edu- 
cational, charitable and other purposes of the Foun- 
dation. 


After discussion had the following resolutions 
were, upon vote being taken, duly and regularly 
passed : 

Whereas, this Corporation has received by way 
of loan and gift certain moneys and securities (all 
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of same to date from Paul Randall, President of 
the Corporation) ; and 


Whereas, it is deemed by the Corporation advis- 
able, in order to build a fund to carry out the pur- 
poses of the Corporation, to authorize Paul Ran- 
dall, President of the Corporation, to invest the 
funds of the Corporation advanced to it by the said 
Paul Randall, and to that end the Corporation de- 
sires to empower the said Paul Randall to act for 
the Corporation in dealing with securities and with 
the funds of the Corporation, and to open a trading 
account, or accounts, in the name of the Corpora- 
tion, and buy and sell therein on behalf of the Cor- 
poration ; 


Now, Therefore, Be It Resolved: That Paul Ran- 
dall, President of this Corporation, be [71] and he 
hereby is authorized and empowered, for and on 
behalf of this Corporation, to establish and maintain 
one or more accounts, which may be marginal ac- 
counts, with: 


Harbison & Henderson, Brokers; 
E. F. Hutton & Co., Brokers; 
Dean Witter & Co., Brokers ; 


all in the City of Los Angeles, State of California, 
for the purpose of purchasing, investing in, or 
otherwise acquiring, selling (including short-sales), 
transferring, exchanging, or otherwise disposing of, 
and generally dealing in and with various forms of 
securities, including shares, stocks, bonds, rights to 
subseribe, option warrants, and certificates of in- 
terest, secured or unsecured. Further, that the 
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fullest authority at all times with respect to such 
commitment, or with respect to any transaction 
deemed by the President, Paul Randall, to be proper 
in connection therewith, is hereby conferred, in- 
eluding authority to give written or oral instruc- 
tions to the Brokers with respect to said transaction, 
the only lmitation on the authority herein given 
being that said Paul Randall, President, shall limit 
his stock purchases to that amount available from 
time to time by way of cash or securities in the 
treasury of the Corporation, said amount now being 
in the sum of $40,000.00 cash, and shares of Re- 
serve Oil and Gas stock; though, as aforesaid, he 
may purchase on margin to the extent that the 
available assets of the Corporation permit. 


The said President, Paul Randall, is further 
authorized to pay in cash or by checks and/or drafts 
drawn upon the funds of the corporation, sueh sums 
as may be necessary in connection with any of said 
accounts; to endorse any securities in order to pass 
title thereto; to direct the sale or [72] exercise of 
any rights with respect to any securities; to accept 
delivery of any securities, and generally to do and 
take al] action necessary in connection with said 
account or accounts. 


Be It Further Resolved, that the Brokers named 
herein may deal with Paul Randall, President, so 
empowered by the foregoing resolution, as though 
they were dealing with the Corporation itself. 


Be It Further Resolved, that the said Brokers 
may rely upon the aforesaid resolution as continuine 


i>) 
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fully effective until the Brokers shall receive due 
written notice of a change in, or the rescission of 
the authority so evidenced. 


There being no further business to come before 
the meeting, on motion duly made and seconded, it 
was adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. [73] 


Special Meeting of the Board of Trustees 
of Randall Foundation, Ince. 


Held January 8, 1951, at the Principal Office 
At 2:00 o’Clock P.M. 


The meeting was called to order by the President, 
Paul M. Randall, and upon roll being called all of 
the then Trustees were found to be present. 


The Chairman stated that the purpose of the 
meeting was to discuss further borrowings of the 
Foundation and authorizing the execution of notes 
for loans made. 


On Motion duly made, seconded and vote being 
taken, the following Resolution was duly passed: 


Resolved, That Whereas, it has been the adopted 
policy of this Foundation to build its asset position 
through investments made with loans and gifts to 
the Foundation; and whereas, it has been the fur- 
ther policy of this Foundation to issue its demand 
note for loans made with interest at 246% payable 
at maturity; and 
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Whereas, Paul M. Randall, the President of the 
foundation, has heretofore loaned money to the 
foundation, and has been willing to accept the 
foundation demand note therefor; and 


Whereas, it now appears advisable that this Foun- 
lation borrow from time to time additional moneys 
‘rom Paul M. Randall, as he may be willing to loan 
ame and to invest those moneys in shares of stock, 
vhich in the opinion of Paul M. Randall and the 
Board of Trustees will likely enhance in value to 
he profit of the Foundation, 


Now, Therefore, be it resolved that by reason of 
he premises this Foundation borrow for the pur- 
goses above outlined such additional funds from 
Paul M. Randall from time [74] to time as he may 
ge willing to loan upon the demand note of the 
Foundation at 214% interest, and the Secretary of 
this Foundation is hereby authorized and directed 
to issue on behalf of the Foundation from time to 
time and execute and deliver the note of the Founda- 
tion to Paul M. Randall for such sum or sums as he 
mav loan to the Corporation, the note or notes so 
executed and delivered to be in exchange for cash 
or its equivalent and to be payable on demand at 
any time after .... days, and to bear interest at 
214% payable at maturity. 


Resolved, Further, that so long as Paul M. Ran- 
dall is willing to loan money to the Foundation as 
aforesaid, upon the basis aforesaid, and looking only 
to the assets of the Foundation for repayment, no 
limit upon the borrowing for the purposes aforesaid 
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shall be fixed, but this arrangement, of course, may 
be changed from time to time by the Board of 
Trustees. 


Some discussion was had about making a gift at 
this time to Children’s Hospital Society of Los An- 
geles, and upon motion duly made, seconded, and 
earried, it was 


Resolved, that Paul M. Randall of this Founda- 
tion be authorized to give the sum of $500 to the 
Children’s Hospital Society of Los Angeles, a chari- 
table organization ; 


Be It Further Resolved, that the directors of this 
Foundation make an effort to seek out worthy 
eauses to receive from time to time the bounty of 
this Foundation, and particularly give thought to 
the establishment or backing of some one special 
organization or institution or the founding 
thereof, with a view to having this Foundation plav 
a major roll in the development of a special worthy 
charitable organization. [75 | 


There being no further business to come before 
the board, on motion duly made and seconded, the 
meeting adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. 
Approved : 
/s/ PAUL RANDALL, 
President. [76] 
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Special Meeting of the Board of Trustees 
of Randall Foundation, Ine. 


Held May 15, 1951, at the Principal Office 
At 2:00 o’Clock P.M. 


That meeting was called to order by the President, 
Paul M. Randall, and upon the roll being called all 
of the then Trustees were found to be present. 


The President stated that the purpose of the 
meeting was to examine the annual statement of the 
Company, approve the matters connected therewith, 
and upon motion duly made, seconded and vote 
being taken, the following resolution was unani- 
mously passed: 


Resolved, That Whereas, the annual statement of 
the Foundation prepared by Sidney R. Reed & Co., 
Tax Counsellors and Auditors, has been exhibited 
and read to the meeting; 


Now, Therefore, Be It Resolved that said state- 
ment be and the same is hereby approved as to all 
particulars, and the Board of Trustees do hereby 
acknowledge the receipt of the loans from Paul M. 
Randall in said statement set forth, and do hereby 
approve the execution and delivery by the Founda- 
tion of the Foundation’s promissory notes to Paul 
M. Randall, payable on demand at any time after 
.... days in the amounts as set forth on Exhibit 
“CO” of the annual statement aforesaid, and bearing 
interest at 214% payable at maturity ; 


Resolved, Further, that the President and/or Sec- 
retary of this Foundation be and they are, or either 
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of them is, hereby authorized to pay to Sidney R. 
Reed & Co. the amount of the bill submitted for the 
preparation of such annual statement, for the 
preparation of tax exemption affidavits and other 
matters connected therewith. [77] 


Be It Further Resolved, that whereas this cor- 
poration has received to date in excess of $20,000.00 
by way of gifts from Paul M. Randall and loans 
totalling $155,200.00, by reason of all of which the 
Foundation has been able to operate at a profit for 
the year and acquire an earned surplus of $59,- 
243.02. 


Now, Therefore, the Board of Trustees wish to 
record its appreciation of the help and assistance 
given by the said Paul M. Randall and to acknowl- 
edge that his contributions of time and money are 
making possible the growth and attainment of the 
purposes of the Foundation. 


Be It Further Resolved, that the donation made 
by the Foundation to Children’s Hospital Society 
of Los Angeles, as shown in the annual statement 
be and the same is hereby approved. 


Be It Further Resolved, that this Foundation 
examine additional charitable organizations with a 
view to making immediate contributions; and fur- 
ther 


That the plan of establishing a school or place for 
boys or of selecting one institution or cause to be 
backed by the Foundation be further pursued at 
this time in view of the earnings of the corporation 
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in order that a substantial part of the funds may 
be earmarked for such school, institution or cause 
and the Foundation thereby become the prime mover 
in the development thereof. 


There being no further business to come before 
the meeting, on motion duly made and seconded, it 
was adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. 
Approved: 
/s/ PAUL RANDALL, 
President. [78] 


Minutes of Meeting of Board of Trustees 
of Randall Foundation, Ine. 


Held May 30th, 1951, at the Principal Office 
At 2:00 o’Clock P.M. 


The meeting was called to order by the President, 
Paul M. Randall, and, upon the roll being called, 
all of the Trustees were found to be present. 


The president stated that the purpose of the meet- 
ing was to pass upon some additional contributions 
by the Foundation, in view of the fact that the 
treasury of the Foundation was in good condition 
to make some immediate distributions, and Mr. Ran- 
dall was willing, though the Foundation was con- 
siderably indebted to him, that such contributions 
be made. 
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A discussion followed with respect to making 
immediate distributions or gifts when the purpose 
of the Foundation was to build up a sufficient fund 
to establish some institution wholly or mostly 
backed by the Randall Foundation, but after such 
discussion, the following resolution was adopted: 


Resolved, that Paul M. Randall, president of this 
Foundation, be and he is, hereby authorized to make 
from the treasury of the Foundation, the following 
gifts to: 


Sister Kenny Houndation...)........... $ 100 

St. Mary’s Hospital, Santa Moniea, Cali- 
Comin sce eae ee $1,000 

Montecito Schools, Inc., Santa Barbara, 
Califa ee:.. .. ae $2,000 


Be It Further Resolved that this Foundation 
make a thorough investigation of the intentions of 
Montecito Schools, Inc., with respect to founding a 
school for boys, with a view to making additional 
contributions to said [79] Montecito Schools for 
such or related purposes. 


There being no further business to come before 
the meeting, the meeting was thereupon, upon mo- 
tion duly made, seconded and carried, adjourned. 


/s/ DOROTHY WARD, 
Secretary. 
Approved: 
/s/ PAUL RANDALL, 
President. [80] 
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Minutes of Meeting of Board of Directors 
of Randall Foundation 


Held November 18th, 1951 


The meeting was called to order by Paul R. Ran- 
dall, President, and upon the roll being ealled, all 
of the Directors were found to be present. 


Paul R. Randall stated to the mecting that it was 
advisable to fill a vacancy in the Board of Directors 
eaused by the resignation some time ago of James 
A. Flanagan, and further vacancies which would 
occur on acceptance of the resignation of Frank 
Randall, which had been submitted to the meeting. 


On nomination being made and seconded and vote 
being taken, James A. Flanagan was re-elected as 
a member of the Board of Directors. 


The resignation of Frank Randall was then 
offered to the meeting and upon vote being taken, 
said resignation was duly accepted. 


Thereupon, nominations were opened to fill the 
vacancy caused by said resignation and upon nomi- 
nation being made and seconded, the nominations 
duly closed and vote being duly taken, J. P. Patter- 
son was elected as a member of the Board of 
Directors. 


There being no further business to come before the 
meeting, the meeting was duly adjourned. 
/s/ DOROTHY R. WARD, 
Seeretary. 
Approved: 
/s/ PAUL RANDALL. [81] 
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Minutes of Meeting of Board of Trustees 
of Randall Foundation, Ine. 


Held March Ist, 1952, at the Principal Office 
At 2:00 o’Clock P.M. 


The meeting was called to order by the President, 
Paul M. Randall, and upon roll being called, all 
of the trustees were found to be present. 


The president stated that the purpose of the meet- 
ing was to consider and discuss charitable or other 
contributions to be made by the Foundation, with a 
view to disposing of, by gift, all of the moneys re- 
ceived by the Foundation by way of dividends and 
interest since the inception of the Foundation, not 
heretofore granted or given. 


A discussion then followed, whereupon, the fol- 
lowing resolution was, upon motion duly made, and 
seconded, passed: 


Resolved: That Paul M. Randall, President of 
this Foundation be, and he is hereby authorized to 
make gifts from the treasury of the Foundation in 
a total amount equal to all of the dividends and in- 
terest received by the Foundation during the fiscal 
year, and such amounts of dividends and interest 
received by the Foundation prior to this fiscal year 
as have not heretofore been given away. AIl such 
gifts shall be made to all or any of the following tax 
exempt institutions, and the amount recommended 
with respect to such gifts in each instance is set 
forth opposite the name thereof, to wit: [82] 
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all Metions Foundation ............: $1,000 
Minetieey Red Cross .....4:........ 1,000 
Bureau of Welfare, 

California Teachers’ Association.... 1,000 
oe rr 1,000 
Children’s Hospital of Los Angeles ... 500 
David Seabury School of Psychology... 2,000 
Girl Scouts of South Pasadena ...... 100 
MlOMmeect@ cnoOols ...............4-. 2,000 
Miso ceiospital ...............4. 1,000 
Sister Elizabeth Kenny Foundation... 100 
Pee ee south Pasadena ......... 1,000 


Be it Further Resolved: hat should there be any 
further interest or dividends received prior to the 
end of the fiscal vear and not disposed of as above 
recommended, then the President of this corporation 
is herebv authorized to make gifts of such additional 
amounts to any or all of the above-mentioned tax- 
exempt institutions. 


Discussion was then had concerning the status of 
the Foundation as recognized by the Internal Reve- 
nue Department, and upon motion duly made, sec- 
onded and earried, the following resolution was 
adopted : 


Resolved: That the President of this corporation 
be and he is hereby authorized and directed to have 
counsel for the Foundation prepare and file addi- 
tional petition, or letter, with the Bureau of Internal 
Revenue, asking for reconsideration of the status of 
the Foundation, and setting forth as suggested by 
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Counsel recent decisions in the District Courts and 
the Court of Claims which appear to be favorable 
to the contentions of the Foundation. 


Be It Further Resolved: That the President take 
such other steps as he may deem [83] advisable 
toward accomplishing recognition by the Depart- 
ment of Internal Revenue of the tax-exempt status 
of this Foundation. 


There being no further business to come before 
the meeting, the meeting was upon motion duly 
made, seconded and carried, adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. 
Approved: 


/3/ PAUL RANDALL, 
President. 


/s/ DOROTHY R. WARD, 
/s/ F. W. BAILES, 

/s/ JAMES A. FLANAGAN, 
/s/ J.P. PATTERSON. [84] 
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Minutes of Meeting of Board of Trustees 
of Randall Foundation, Inc. 


Held on the 15th day of May, 1952, 
at the Principal Office 
At 2:00 o’Clock P.M. 


The meeting was called to order by the President, 
Paul M. Randall, and upon roll being called, a 
quorum was found to be present. 


The President stated that the purpose of the meet- 
ing was to read the financial report for the fiscal 
year ending April 30, 1952, as prepared by Sidney 
R. Reed & Company. The financial report was then 
read, and a discussion had, whereupon, the following 
resolution, upon motion duly made and seconded, 
was passed : 


Resolved: ‘That the financial report as prepared 
and presented to the meeting, for the fiscal vear 
ending April 30, 1952, be and the same is hereby 
approved and each and all of the purchases and sales 
set forth therein, and each and all of the expendi- 
tures set forth therein, and each and all of the con- 
tributions set forth therein. are hereby confirmed 
aud approved. 


There being no further business to come before 
the meeting, the meeting was upon motion duly 
made, seconded and carried. adjourned. 


/s/ DOROTHY R. WARD. 
Secretary. 


90 Randall Foundation, Ine. 


Approved: 
/s/ PAUL RANDALL, 
President. 


/s/ F. W. BAILES, 
/s/ JAMES A. FLANAGAN, [85] 


Special Meeting of the Board of Trustees 
of Randall Foundation, Ine. 


Held June 18th, 1952, at the Principal Office 
At 2:00 o’Cloek P.M. 


A special Mecting of the Board of Trustees of 
Randall Foundation, Inc., was held on the 18th day 
of June, 1952, at 2:00 o’clock p.m. at the principal 
office of the Foundation, the County of Los Angeles, 
State of California. 


The meeting was called to order by the President, 
Paul M. Randall. Upon roll being called, a quorum 
was found to be present. 


Mr. Randall stated to the meeting that the pur- | 
pose of the special call was to consider a gift in a — 
substantial amount to Cate School in Carpinteria, | 
California. Mr. Randall explained to the meeting 
the status of the Foundation with respect to the 
matter of tax exemption and read the recent corre- 
spondence with the Internal Revenue Department 
in Washington regarding same, and told of the 
recent letter just filed with the Internal Revenue 
Department seeking reconsideration and favorable 
action at this time. A discussion was had, and there- 
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after, upon motion heing duly made and seconded 
and vote being taken, the following resolution was 
duly passed. 

Resolved: That Randall toundation, Ine., by and 
through its President, Paul M. Randall. agree by 
written subscription or otherwise, to give to Cate 
School, located at Carpinteria, California, the sum 
of Ten Thousand Dollars ($10,000.00) on August 
16, 1952, provided that and on the condition that on 
or before August 15, 1952, the Internal Revenue 
Department has granted to Randall Foundation, 
Ine., without reservation the tax exemption sought 
by the Foundation pursuant to its letters and appli- 
cation heretofore filed, and that Randall Foundation, 
Ine., by such action be [86] recognized as a tax- 
exempt organization or institution from its incep- 
tion, and 

Be It Further Resolved: That if the condition, or 
yroviso, aforesaid is fulfilled on or before August 
15, 1952, that the said Paul M. Randall, President 
of Randall Foundation, Inc., be and he is herebv 
authorized to execute and deliver the check of the 
Foundation in the aforesaid amount to carry out 
the intent of this resolution, and 

Be It Further Resolved: That if Randal] Foun- 
dation, Inc., does not secure its tax-exempt status 
on or before August 15, 1952, then this proposed or 
intended gift shall be of no further force and effect, 
and this authorization will terminate, and 

Be It Further Resolved: That Paul M. Randall 
be and he is hereby authorized to deliver a copy of 
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this resolution to Cate School or its representatives 
to serve as the agreement of this Foundation to give 
to Cate School the sum of $10,000.00 provided that 
and on the condition that the tax-exempt status of 
Randall Foundation, Inc., from its inception has 
been secured on or before August 15, 1952, this gift 
not to be made, according to the intent of the reso- 
lution, if tax exemption is not secured by such date. 


There being no further business to come before 
the meeting, the meeting was, upon motion duly 
made, seconded and passed, adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. 
Approved: 
/s/ PAUL RANDALL, 
President. [87] 


Minutes of Special Meeting of Board of ‘Trustees 
of Randall Foundation, Ine. 


Held August 10th, 1952, at the Principal Office 
At 2:00 0’Clock P:M. 


The meeting was called to order by the President, 
Paul M. Randall, and upon roll being called, a 
quorum of the Trustees was found to be present. 


The President stated to the meeting that in view 
of the fact that the present representatives of the 
Foundation had been unable through negotiation to 
secure a tax-exempt status for the Foundation and 
in view of the fact that litigation appeared neces- 
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sary, he had retained the firm of Hill & Barnes of 
Washington, D. C., to represent the Foundation and 
had paid them a retainer fee in connection therewith. 
He then explained to the meeting the arrangement 
with Hill & Barnes and asked that the Board ap- 
proved their employment. After discussion had and 
upon motion being duly made and seconded and 
vote being taken, the following resolution was 
unanimously passed: 


Resolved: That the employment by Paul M. Ran- 
dall of the firm of Hill & Barnes of Washington, 
D. C., to represent the Foundation in its effort to 
secure a tax-exempt status from the Department of 
Internal Revenue be, and the same is hereby, ap- 
proved and the arrangements with respect to such 
representation are hereby approved; and 


Be It Further Resolved: That. the President of 
this corporation and such other officers thereof as 
may be required in connection therewith be. and 
they are hereby authorized to take any and all steps 
on behalf of the foundation and execute any and all 
papers on behalf of the Foundation prepared by or 
suggested by the aforesaid law firm with respect 
to [88] securing tax-exempt status for the Founda- 
tion, including any and all papers in connection with 
any litigation advised by said firm. 


There being no further business to come before 
the meeting, said meeting was, upon motion duly 
made, seconded and carried, adjourned. 


/3/ DOROTHY R. WARD, 
Secretary. [89] 
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Regular Meeting of Board of Trustees Held at the 
Principal Office of the Corporation on the Last 
Monday in September, To Wit, September 29, 
1952, at the Hour of 2:15 P.M. 


The meeting was called to order by the President, 
Paul Randall, and upon the roll bemg called, four 
of the five trustees were found to be present, to wit: 
Paul Randall, Dorothy R. Ward, Frederick W. 
Bailes and James A. Flanagan. 


The President stated that the first order of busi- 
ness was to consider certain amendments to the 
articles of incorporation in order that said articles 
might more truly set forth the intent of the corpora- 
tion with respect to its primary purpose, and to con- 
sider other amendments to conform to the intentions 
of the corporation which would likewise be advisable _ 
for the corporation to adopt. After discussion had 
and upon motion duly made, seconded and the vote 
being taken, the following resolution was unani- 
mouslv adopted: 


Resolved: That the following amendments to the 
articles of incorporation of Randall Foundation, 
Tne., be and the same are hereby adopted: 


One: Article II of said articles is hereby 
csunended to read as follows: 


II. 
That the specific and primary purpose for which 
said corporation is formed is to establish a home 
for under-privileged boys, without regard to race, 
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ereed or color. It shall be the purpose of this home 
to prevent and cure waywardness among boys by 
providing a wholesome home with facilities for 
education and the teaching of useful trades or oc- 
eupations. 


wos Awtiele Jil of said articles is hereby 
amended to read as follows: 


TIT. 

That in order to carry out the aforesaid purpose 
the [90] corporation shall have the power and right 
to engage in those activities permitted by law to a 
non-profit corporation organized under the laws of 
the State of California under the title aforesaid and 
under Section 101 (6) of the United States Inter- 
nal Revenue Code and as selected from time to time 
by the Board of Trustees with a view to creating 
funds and sources of revenue for the creation and 
maintenance of the aforesaid home. 


Three: Article VITI of said articles is hereby 
amended to read as follows: 


WHIT. 

No member shall have any proprietary interest 
whatever in or to any of the assets of the corpora- 
tion, and no income, increments, or other pecuniary 
gain, benefit, or advantage of any kind, in any way 
arising from or growing out of the assets of the 
corporation or their operation will inure to or In 
any way go to or vest in any member of the cor- 
poration. 
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Four: The following article shall be added to the 
atticles of incorporation and designated as Article 
TX and shall read as follows: 


TX. 

Upon the dissolution or winding up of the cor- 
poration after paving or adequately providing for 
the debts and obligations of the corporation, any 
remaining assets shall be distributed to such re- 
licious, educational or charitable organizations as 
may be selected by the Board of Trustees; however, 
the Board of Trustees may designate only such 
organizations as are located in the State of Cahfor- 
nia and which qualify as exempt organizations un- 
der the provisions ef Section 101 (6) of the United 
States Internal Revenue Code. 


Resolved Further that such number of the incor- 
porators and/or trustees of this corporation as may 
be required by law to execute, adopt and file a cer- 
tificate of amendment setting forth the amendments 
to the articles of incorporation hereinabove adopted 
take [91] such steps as may be requisite for such 
purpose and do any and all things required by law 
to make the amendments hereinabove adopted effec- 
tive and complete for all purposes of the corpora- 
tion. 

The president then stated that the next order of 
business was to consider amendments to the bylaws 
which would be in conformance with the intent and 
purposes of the Board of Trustees and also con- 
form to the amendments made in the articles of 
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incorporation. After discussion had and upon 
motion duly made, seconded, and vote being taken, 
the following resolution was unanimously passed: 


Resolved that the bylaws of Randall Foundation, 
Inc., be and the same are hereby amended in the 
following respects, to wit: 


One: Subparagraphs (3) and (4) of Article ITT 
of the bvlaws are hereby amended to read as fol- 
lows: 


(3) To incur indebtedness for purposes of the 
corporation, the terms and amounts of such indebt- 
edness to be entered upon the usual books of the 
corporation; to invest the funds of the corporation 
for the purpose of building up a fund for the 
erection and maintenance of the home described in 
Article II of the Amended Articles of Incorpora- 
tion of this corporation. 


(4) To perform all other duties and exercise all 
Other powers permitted by law to be done or exer- 
¢ised by the trustees or members of a non-profit 
organization organized under Part I of Division 
2 of Title I of the Corporation Code of the State 
of California, and permitted by Section 101 (6) 
of the United States Internal Revenue Code. 


Two: Article VII of the bylaws as it now reads 
is deleted and said Article VII shall read as fol- 
lows: 

VII. 

No member shall have any proprietary interest 

whatever in or to any of the assets of the corpora- 
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tion, and no income, increment, or other pecuniary 
gain, benefit or advantage of any kind, in any way 
arising from or growing out of the assets of the 
corporation or their operation will inure to or 
in any way go to or vest in any member of [92] 
the corporation. 


Three: ‘There shall be added to the bylaws an 
Article VIII, which said Article VITI shall read 
as follows: 

WOWDE 

It is intended that in accomplishing the primary 
purpose of the corporation as set forth in Article 
IT of the articles of incorporation, construction of 
the home Geseribed in said Article II be commenced 
by December 31, 1957, or that the corporation estab- 
lish facilities for the actual residence of at least 
50 inmates not later than December 31, 1959. 


If the corporation fails in the accomplishment of 
the primary purpose set forth in Article IT of the 
articles of incorporation. then the trustees shall 
consider appropriate resolutions for dissolution of 
the corporation after paving or adequately provid- 
ing for the debts and obligations of the corporation. 
Any remaining assets shall be distributed to such 
religious, educational or charitable organizations as 
may be selected by the Board of Trustees; however, 
the Board of Trustees may designate only such 
organizations as are located in the State of Califor- 
nia and which qualify as exempt organizations 
under the provisions of Section 101 (6) of the 
United States Internal Revenue Code. 
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In the event that the corporation shall be dis- 
solved in accordance with the provisions of this 
Article VIII, the trustees shall make distribution 
to exempt organizations within 12 months of the 
date of the resolution dissolving the corporation. 


Resolved Further that a complete copy of the 
bylaws as amended be now made and attached to 
these Minutes and that said bylaws as amended be 
made a part of the books and records of this cor- 
poration. 


There being no further business to come before 
the meeting, [93] the meeting was upon motion duly 
made and seconded, and vote being taken, adjourned. 


/s/ DOROTHY R. WARD, 
Secretary. 
Approved : 
/s/ PAUL RANDALL, 
President. 


This is to certify that I am the duly elected, 
qualified and acting secretary of Randall Founda- 
tion, Inc., and that a regular meeting of the Board 
of Trustees of Randall Foundation, Inc.. was duly 
and regularly held on the last Monday in Septem- 
ber, to wit, September 29, 1952, at the hour of 2:15 
pan. at the principal office of the corporation, in 
accordance with the provisions of the bvlaws of 
the corporation with respect to such regular meet- 
ing, and that at said meeting there were at all times 
present and acting a quorum of the Board of 
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Trustees, to wit, four of the five trustees of said 
corporation, and that the within Minutes to which 
this certification is attached are the Minutes of said 
xvegular meeting so held, and that at said meeting 
the resolutions set forth in the within Minutes, in- 
eluding the resolutions specifically amending the 
articles of incorporation and amending the bylaws 
of the corporation, were duly and regularly passed. 


In Witness Whereof I have hereunto set my hand 
this 30th day of September, 1992. 


/s/ DOROTHY R. WARD, 
Secretary. [94] 


Minutes of Special Meeting of Board of Trustees 
of Randall Foundation, Inc. 


Held on the 7th day of April, 1953, at 
128 South La Brea Avenue, Los Angeles, 
California, at the Hour of 3:00 P.M. 


The meeting was called to order by the President, 
Paul M. Randall, and upon the roll being called a 
quorum of the Trustees was found to be present. 


Mr. Paul M. Randall stated to the meeting that 
Dorothy R. Ward, Secretary of the Foundation, had 
asked that her resignation be accepted and that it 
would, consequently, be necessary for the Board 
to elect a new Secretary. He also stated that he had 
received from the law firm of Hill & Barnes in 
Washington, D. C., certain recommendations with 
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respect to procedure in connection with securing a 
tax-exempt status of the Foundation, and such letter 
will be read to the meeting. 


Upon motion duly made and seconded and vote 
being taken, the resignation of Dorothy R. Ward 
as secretary was accepted. Upon nomination then 
being made and the nominations duly closed and 
vote being taken, J. P. Patterson was duly elected 
Secretary of the corporation. 


The letter of Hill & Barnes was then read to the 
meeting, and after discussion had, the following 
resolution was dulv adopted: 


Resolved, That Whereas, Hill & Barnes have ad- 
vised that this Foundation not file tax returns for 
the fiscal years 1950-1951 and 1951-1952 as pre- 
pared by the office of Sydney R. Reed, and that the 
Foundation adopt a procedure as set forth in the 
letter, hastening the setting of the litigation of the 
Foundation and the Internal Revenue [95] Depart- 
ment with respect to the tax-exempt status; and 


Whereas, Sydney R. Reed has advised that said 
tax returns be filed and that a procedure be adopted 
which would postpone the htigation above referred 
to and would allow certain conferences with the 
Department prior to any such litigation. 


Now, Therefore, be it resolved that the President, 
Paul M. Randall, secure the opinion of a third tax 
expert with respect to the procedure to be followed 
and report back to this Board at its next meetine 
for final action by the Board. 
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There being no further business to come before 
the meeting, the meeting was, upon motion duly 
made, seconded and carried, adjourned. 


/s/ J. P. PATTERSON, 
Secretary. [96] 


Minutes of Special Meeting of Board of Trustees 
of Randall Foundation, Inc. 


Held at 922 Citizens National Bank Bldg. 
June 16th, 1953 


The meeting was called to order by the President, 
Paul Randall, and upon the roll being ealled a 
quorum of the Board was found to be present. 


The Chairman stated that the purpose of the 
mecting was to act upon the resignation of Dorothy 
R. Ward, who was not present at the meeting but 
who had submitted her written resignation, and 
upon motion being duly made and seconded and vote 
being taken the resignation of Dorothy R. Ward 
was duly accepted and the resignation ordered at- 
tached to the minutes of the meeting. 


The president then stated that the meeting was 
open to nominations to fill the vacancy caused by 
the resignation of Dorothy R. Ward, and upon 
nominations being duly made and seconded and the 
nominations then duly closed and vote being taken, 
May C. Gifford of Los Ageles, California, was duly 
elected a member of the Board of Trustees of the 
Foundation. 
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J. P. Patterson then presented to the meeting 
his resignation as secretary, and upon motion being 
duly made and seconded and vote being taken said 
resignation was accepted. 


The Chairman then stated that the meeting would 
proceed with the election of a secretary to fill the 
vacancy created by Mr. Patterson’s resignation, and 
upon motion being duly made and seconded and 
nominations duly closed and vote being taken May 
C. Gifford was duly elected the secretary of the 
Foundation. 


There being no further business to come before 
the meeting, the meeting was upon motion being 
duly made, seconded and carried, adjourned. 


Vo oe. PATTERSON, 
Secretary. 
Approved: 
/sf PAUL M. RANDALL, 


/s/ JAMES A. FLANAGAN. [97] 
Los Angeles, California, 


June .., 1953. 


To: The Board of Trustees, Randall Foundation, 
lite. 


Gentlemen: 


I hereby tender my resignation as secretary of 
the Foundation. 


Very truly vours, 
js/ 1. P. PATTERSON. 
[Endorsed]: Filed October 8, 1954. [98] 
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MINUTE ORDER 


The judgment will be for the defendant. Counsel 
will prepare and submit Findings of Fact, Con- 
clusions of Law, and Judgment under the Rules. 

Dated: Los Angeles, California, April 6, 1955. 


/s/ PEIRSON M. HALL, 
United States District Judge. 


[Endorsed]: Filed April 6, 1955. [98-A] 


United States District Court for the Southern 
District of California, Central Division 


No. 16142-PH Civil 


RANDALL FOUNDATION, INC., 
Plaintiff, 


VS. 


ROBERT A. RIDDELL, Director of Internal | 


Revenue, District of Los Angeles, 


Defendant. 


FINDINGS OF FACT, CONCLUSIONS OF 
LAW AND JUDGMENT 


This cause came on for hearing on October 11, 


1954, before the Hon. Peirson M. Hall, Judge, pre- — 


siding, without the intervention of a jury. Plaintiff 
was represented by its counsel, Gibson, Dunn & 
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Crutcher, through Bert A. Lewis, and the defend- 
ant was represented by his counsel, Laughlin E. 
Waters, United States Attorney, Southern District 
fof Califorma; Edward R. McHale, Assistant United 
. States Attorney, Chief, Tax Division, and Robert 
H. Wyshak, Assistant United States Attorney. The 
Court, having heard and considered all the evidence 
and stipulations of fact, makes the following find- 
ings of fact and conclusions of law: 


Cc 


Findings of Fact 


ite 
This is an action for recovery of corporate income 
taxes assessed and paid pursuant to the provisions 
of the 1939 Internal [99] Revenue Code, and juris- 
diction is based on Title 28, U.S.C. § 1840. 


UI. 
On May 11, 1950, the plaintiff was organized as 
a non-profit corporation under the laws of the State 
of California. Its articles provided that its purpose 
was the promotion and advancement of charitable, 
religious and educational projects on a non-profit 
basis and that no member should have any proprie- 
tary interest in the assets or income of the plaintiff. 
The original Board of Trustees consisted of Paul 
M. Randall, Frank R. Randall, his son; Dorothy R. 
Ward, his sister; Frederick W. Bailes, and James 
A. Flanagan. 
T&L. 
The plaintiff’s capital consisted of contributions 
by Paul Randall during its first fiscal year ended 
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April 30, 1951, of shares of stock with a market 
value of $20,752.11 owned by him and in which he 
had a substantial profit. Some of these were sold 
by the plaintiff the same day or the day following 
the contribution. No gain was reported either by 
the plaintiff or Paul Randall on the disposition of 
the shares of stock so that the difference between 
the sale price and the original purchase price by 
Paul Randall was unreported as taxable income. 


IV. 

Between June 13, 1950, and April 5, 1951, Paul 
Randall Joaned to the plaintiff a total of $155,200.00 
at an interest rate of 214% per annum. Said monies 
had been borrowed by Randall from his brokers on 
his personal margin account with his own securi- 
ties as collateral. At the time of the first loan, the 
interest rate at which he was borrowing was only 
2% per annum, with subsequent increases to 3%. 
Said loans were repaid as follows: $40,000.00 on 
May 29, 1951; $30,000.00 on December 27, 1951; 
and $85,200.00 on February 4, 1952. 


V. 

With the proceeds from the sales of the initial 
contributions [100] and said loans, the plaintiff 
traded in securities most of which were oil stocks 
listed on the Los Angeles Stock Exchange. The 
result was a net profit from securities transactions 
during its fiscal year ended April 30, 1951, of 
$30,238.27. In addition, dividends from these stocks 
totaled $10,285.00. These were the plaintiff’s only 
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activities during its first year of existence. In that 
year 26,908 shares of stock were bought and 23,185 
shares of stock were sold. Of these transactions, 
sales of only 150 shares resulted in long-term gain; 
the remaining sales were short-term transactions, 
1.e., Where the securities were held for six months 
or less. 
Vi 

One week before the close of the first fiseal year 
a $500.00 contribution was made to the Children’s 
Hospital Association of Los Angeles. This was a 
hittle more than 1% of the plaintiff’s gross income 
for its first year of operation. Its expenses for said 
year amounted to $1,532.36. No charitable activity 
whatsoever was engaged in by the plaintiff during 
this period except for this one contribution. Shortly 
after the first fiscal vear ended April 30, 1951, 
plaintiff filed a request with the Interna] Revenue 
Service for a ruling that it was exempt from income 
tax under § 101 (6) of the 1939 Internal Revenue 
Code. The Commissioner of Internal Revenue ruled 
that it was not entitled to exemption as follows: 


‘It is the opinion of this office that the income 
received by you has not been devoted to the pur- 
poses for which you were incorporated in such a 
manner and to such an extent as to constitute oper- 
ations for such purposes within the meaning of sec- 
tion 101 (6) of the Code. Furthermore, your activi- 
ties are primarily those of an organization engaged 
in the ordinary business of buying and selling se- 
curities. An organization which is operated for the 
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primary purpose [101] of carrying on a trade or 
business for profit is not exempt from Federal 
income tax notwithstanding all of its profits are 
payable to organizations or purposes specified in 
section 101 (6) of the Internal Revenue Code.”’ 


VEL: 

During its second fiscal year the foundation’s 
activities were in large part unchanged from the 
prior year. Randall contributed to the plamtiff 
securities with a market value of only $672.97. No 
eifts or contributions were at any time solicited 
from or made by any other person. Profit from se- 
curity transactions totaled $50,079.61 and dividends 
totaled $7,081.93, for a total gross income of $58,- 
161.54. Expenses for said year, incurred in large 
pait in order to obtain exemption from income tax, 
totaled $8,271.99. Gains were both long and short 
term and resulted from the sale of 25,996 shares of 
stock and the purchase of 15,936 shares of stock. 
$11,200.00 was contributed to various charities dur- 
ing this second fiscal year. However, almost 75% 
of it was contributed on the last day of the fiscal 
year, despite the fact that Income was being earned 
throughout the year. The Board of Trustees felt 
that these contributions might help secure a tax- 
exempt status for the plaintiff. No charitable ac- 
tivity was directly carried on by the plaintiff dur- 
ing the second fiseal year. 

VIII. 


The trading was carried on on behalf of the cor- 
poration through two brokerage houses, Akin- 
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Lambert & Company, Inc., and Harbison & Hender- 
son Company. The same customer’s men who had 
serviced Paul Randall in his individual capacity 
executed orders from Paul Randall on behalf of 
the foundation. He had been authorized by the 
Board of ‘Trustees so to make trades without regard 
to the nature of the security and without further 
formal authority from the Board. After Paul Ran- 
dall started trading on behalf of the foundation, 
his market activities on his own behalf diminished 
considerably. [102] 
IX. 

In the meantime the foundation filed several re- 
quests for reconsideration of the ruling with the 
Internal Revenue Service, which culminated in a 
ruling dated January 8, 19538, which concluded as 
follows: 


‘“A review has been made of the evidence which 
formed the basis of Bureau rulings of September 
-, Ohl, 2) amwary 15, 1952, and June 16, 1952, m 
connection with the information subsequently sub- 
mitted and the statements made at conferences held 
with representatives of this office in connection with 
this matter. It is believed on the basis of the facts 
and evidence submitted, that your activities have 
been primarily those of an organization engaged in 
the ordinary business of buying and selling securi- 
ties, and that there is no error in the conclusion 
reached in Bureau rulings of September 12, 1951, 
January 15, 1952, and June 16, 1952, and they are 


thercfore hereby affirmed.” 
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The plaintiff then filed its income tax returns 
for the fiscal years ending April 30, 1951, and April 
30, 1952, disclosing a tax liability of $6,677.13 for 
the vear ended April 30, 1951, and $14,113.24 for 
the year ended April 30, 1952. These amounts were 
paid to the District Director of Internal Revenue 
at Los Angeles on or about June 10, 1953. Claims 
for refund therefor weve filed with said Director on 
June 12, 1953. Said claims were not acted upon by 
the Commissioner of Internal Revenue. 


Nely 
The piaintiff was not organized or operated ex- 
clusively for a charitable purpose during the fiscal 
years ending April 30, 1951, and April 30, 1952, 
within the meaning of § 101 (6) of the 1939 [103] 
Internal Revenue Code. 


oa lal i 

The plaintiff was operated during the fiscal years 
ended April 30, 1951, and April 30, 1952, for the 
primary purpose of carrying on a trade or business 
for pront, 

XIII. 

All of the income realized by the plaintiff during 
the fiscal years ended April 30, 1951, and April 30, 
1952, was derived from the operation of its busi- 
ness of buying and selling securities. 
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ile 
The Court has jurisdiction of the parties and of 
this controversy. 
10 

The plaintiff was not organized or operated ex- 
elusively for a charitable purpose during the fiscal 
years ending April 30, 1951, and April 30, 1952, 
within the meaning of § 101 (6) of the 1939 Internal 
Revenue Code. 

TI. 

The plaintiff is not entitled to exemption from 
federal income taxation with respect to the fiscal 
years ended April 30, 1951, and April 30, 1952. 
under either § 101 (6) or § 101 (14) of the 1939 
Internal Revenue Code. 


ye: 

The plaintiff is not exempt from federal income 
taxation for the fiscal year ended April 30, 1951, 
under the provisions of § 302 (a) of the Revenue 
Act of 1950. 

Y. 

The plaintiff is not exempt from federal income 
taxation for the fiscal year ended April 30, 1952, 
as it is within § 301 (b) of the Revenue Act of 
1950, which was incorporated in the 1939 Internal 
Revenue [104] Code as an amendment to § 101 (6). 


iy J 
The rulings of the Commissioner of Internal 
Revenue that the plaintiff was not entitled to 
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exemption from taxation for the fiscal years ended 
April 30, 1951, and April 30, 1952, were not errone- 
ous. 

VII. 

The plaintiff was operated during the fiscal years 
ended April 30, 1951, and April 30, 1952, for the 
primary purpose of carrying on a trade or busi- 
ness for profit. 

VIII. 

All of the income realized by the plaintiff during 
the fiscal years ended April 30, 1951, and April 30, 
1952, was derived from the operation of its busi- 
ness of speculating by buying and selling securities. 


TX, 
The defendant is entitled to judgment against 
the plaintiff dismissing the complaint herein with 
prejudice, and for his costs. 


Judgment 


In accordance with the foregoing findings of fact 
and conclusions of law, it is hereby ordered, ad- 
judged and decreed: 


That the plaintiff take nothing by its complaint, 
that the above-entitled action be dismissed with 
prejudice, and that the defendant have judgment 
for and shall recover from plaintiff the amount of 
defendant’s costs, to be taxed by the Clerk of this 
Coimmimathe sum of $...5.0.45.... 
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Dated: This 23rd day of January, 1956. 
/s/ PEIRSON M. HALL, 
United States District Judge. 
Affidavit of Service by Mail attached. 
Lodged January 18, 1956. 


[Endorsed]: Filed and entered January 23, 
1956. [105] 


—__.___ 


[Title of District Court and Cause. ] 


NOTICE OF APPEAL 


Notice Is Hereby Given that Randall Foundation, 
Inc., hereby appeals to the United States Court of 
Appeals for the Ninth Circuit from that certain 
judgment heretofore and on or about January 23, 
1956, entered in the above-entitled action and from 
the whole of said judgment. 


GIBSON, DUNN & CRUTCHER, 
by fy BERT A. LEWIS, 
Attorneys for Plaintiff. 
Receipt of copy acknowledged. 
[Endorsed]: Filed February 20, 1956. [107] 
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STIPULATION EXTENDING TIME FOR 
FILING OF BOND FOR COSTS ON APPEAL 

It is hereby stipulated and agreed, by and he- 
tween the attorneys for the parties hereto, subject 
to the order of the court, that the time within which 
Plaintiff-Appellant shall file bond for costs on ap- 
peal to the United States Court of Appeals for the 
Ninth Cireuit be extended to and including Feb- 
ruary 23, 1956. 


Dated: February 23, 1956. 
GIBSON, DUNN & CRUTCHER, 
/s/ BERT A. LEWIS, 


Attorneys for Plaintiff- 
Appellant. 


LAUGHLIN E. WATERS, 
United States Attorney ; 


EDWARD R. McHALE, 
Asst. U. 8. Attorney, Chief, 
Tax Division; 
ROBERT H. WYSHAK, 
Asst. U. 8. Attorney ; 


/s/ ROBERT H. WYSHAK, 
Attorneys for Defendant- 
Appellee. 
So Ordered: February 23, 1956. 
/s/ PEIRSON M. HALL, 
United States District Judge. 


[Endorsed]: Filed February 23, 1956. [110] 
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United States District Court for the Southern 
District of California, Central Division 
No. 16142-PH Civil 


RANDALL FOUNDATION, INC., 
Plaintine 
VS. 


ROBERT A. RIDDELL, Director of Internal 
Revenue, District of Los Angeles, 


Defendant. 


CORRECTED FINDINGS OF FACT, CON- 
CLUSIONS OF LAW AND JUDGMENT 
NUNC PRO TUNC 

This cause came on for hearing on October 11, 

1954, before the Hon. Peirson M. Hall, Judge, pre- 

siding, without the intervention of a jury. Plaintiff 

was represented by its counsel, Gibson, Dunn & 

Crutcher, through Bert A. Lewis, and the defendant 

was represented by his counsel, Laughlin f:. Waters. 

United States Attorney, Southern District of Cali- 

fornia; Edward R. McHale, Assistant United States 

Attorney, Chief, Tax Division, and Robert H. 

Wvshak, Assistant United States Attorney. The 

Court, having heard and considered all the evidence 

and stipulations of fact, makes the following find- 

ings of fact and conclusions of law: 


Findings of Fact 
ile 
This is an action for recovery of corporate in- 
come taxes assessed and paid pursuant to the pro- 
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visions of the 1939 Internal [111] Revenue Code, 
and jurisdiction is based on Title 28, U.S.C. § 1340. 


mE 

Ou May 11, 1950, the plaintiff was organized as 
a non-profit corporation under the laws of the State 
of California. Its articles provided that its purpose 
was the promotion and advancement of charitable, 
religious and educational projects on a non-profit 
basis and that no member should have any proprie- 
tarv interest in the assets or income of the plaintiff. 
The original Board of Trustees consisted of Paul 
M. Randall, Frank R. Randall, his son; Dorothy 
R. Ward, his sister; Frederick W. Bailes, and 
James A. Flanagan. 

TL, 

The plaintiff’s capital consisted of contributions 
by Paul Randall during its first fiscal vear ended 
Apyil 30, 1951, of shares of stock with a market 
value of $20,752.11 owned by him and in which he 
had a substantial profit. Some of these were sold 
by the plaintiff the same day or the day following 
the contribution. No gain was reported either by 
the plaintiff or Paul Randall on the disposition of 
the shares of stock so that the difference between 
the sale price and the original purchase price by 
Paul Randall was unreported as taxable income. 


IV. 
Between June 13, 1950, and April 5, 1951, Paul 
Randall loaned to the plamtiff a total of $155,200.00 
at an interest rate of 244% per annum. Said monies 
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had been borrowed by Randall from his brokers on 
his personal margin account with his own securities 
as collateral. At the time of the first loan, the inter- 
est rate at which he was borrowing was only 2% 
per annum, with subsequent increases to 3%. Said 
loans were repaid as follows: #40,000.00 on May 29, 
1951; $30,000.00 on December 27, 1951: and $85.- 
200.00 on February 4, 1952. [112] 


iy’. 

With the proceeds from the sales of the initial 
eontributions and said loans, the plaintiff traded in 
securities most of which were oil stocks listed on the 
Los Angeles Stock Exchange. The result was a 
net profit from securities transactions during its 
fiscal year ended April 30, 1951, of $30,238.27. In 
addition, dividends from these stocks totaled $10,- 
285.00. These were the plaintiff’s only activities 
during its first vear of existence. In that vear 
26,908 shares of stock were bought and 23,185 
shares of stock were sold. Of these transactions, 
sales of only 150 shares resulted in long-term gain; 
the remaining sales were short-term transactions, 
i.c., where the securities were held for six months 
or less. [All sales and purchases of securities were 
made by Paul Randall on behalf of the plaintiff as 
a trader and not as a dealer. | 

VI. 

One week before the close of the first fiscal year 
a #500.00 contribution was made to the Children’s 
Hospital Association of Los Angeles. This was a 
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little more than 1% of the plaintiff’s gross income 
for its first year of operation. Its expenses for 
said year amounted to $1,532.36. No charitable ac- 
tivity whatsoever was engaged in by the plaimtiff 
during this period except for this one contribution. 
Shortly after the first fiscal year ended April 50, 
1951, plaintiff filed a request with the Internal 
Revenue Service for a ruling that it was exempt 
from income tax under § 101 (6) of the 1939 Inter- 
nal Revenue Code. The Commissioner of Internal 
Revenue ruled that it was not entitled to exemption 
as follows: 


‘Tt is the opinion of this office that the income 
received hy you has not been devoted to the pur- 
poses for which you were incorporated in such a 
manner and to such an extent as to constitute oper- 
ations for [113] such purposes within the meaning 
of section 101 (6) of the Code. Furthermore, your 
activities ave primarily those of an organization 
engaged in the ordinary business of buying and 
selling securities. An organization which is oper- 
ated for the primary purpose of carrying on a trade 
or business for profit 1s not exempt from Federal 
income tax notwithstanding all of its profits are 
payable to organizations or purposes specified in 
section 101 (6) of the Internal Revenue Code.’’ 


Va. 
During its second fiscal year the foundation’s ac- 
tivities were in large part unchanged from the prior 
year. Randall contributed to the plaintiff securities 
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mith a market value of only $672.97. No gifts or 
contributions were at any time solicited from or 
nade by any other person. Profit from security 
ransactions totaled $50,079.61 and dividends totaled 
37,081.93, for a total gross income of $58,161.54. 
Expenses for said year, incurred in large part in 
der to obtain exemption from income tax, totaled 
33,271.99. Gains were both long and short term and 
‘esulted from the sale of 25,996 shares of stock and 
he purchase of 15,936 shares of stock. $11,200.00 
was contributed to various charities during this 
econd fiscal year. However, almost 75% of it was 
contributed on the last day of the fiseal year, despite 
he fact that income was being earned throughout 
he year. The Board of Trustees felt that these 
ontributions might help secure a tax-exempt status 
‘or the plaintiff No charitable activity was directly 
‘arried on by the plaintiff during the second fiscal 
rear, 
VIII. 

The trading was carried on on behalf of the cor- 
oration through two brokerage houses, Akin-Lam- 
x1t & Company, Inc., and [114] Harbison & Hen- 
lerson Company. The same customer’s men who 
1ad serviced Paul Randall in his individual eapacity 
xecuted orders from Paul Randall on behalf of the 
‘oundation. He had been authorized by the Board 
of Trustees so to make trades without regard.to the 
mature of the security and without further formal 
uithority from the Board. After Paul Randall 
started trading on behalf of the foundation, his 
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market activities on his own behalf diminished 
considerably. 
TEXe: 

In the meantime the foundation filed several 
requests for reconsideration of the ruling with the 
Internal Revenue Service, which culminated in a 
ruling dated January 8, 1953, which concluded as 
follows: 


‘“A review has been made of the evidence which 
formed the basis of Bureau rulings of September 
12, 1951, January 15, 1952, and June 16, 1952, in 
connection with the information subsequently sub- 
mitted and the statements made at conferences held 
with representatives of this office in connection with 
this matter. It is believed on the basis of the facts 
and evidence submitted, that your activities have 
been primarily those of an organization engaged in 
the ordinary business of buying and selling securi- 
ties, and that there is no error in the conclusion 
reached in Bureau rulings of September 12, 1951, 
January 15, 1952, and June 16, 1952, and they are 
therefore hereby affirmed.’’ 


K 

The plaintiff then filed its income tax returns for 
the fiscal years ending April 30, 1951, and April 30, 
1952, disclosing a tax Nability of $6,677.13 for the 
year ended April 30, 1951, and $14,113.24 for the 
year ended April 30, 1952. These amounts [115] 
were paid to the District Director of Internal Rev- 
enue at Los Angeles on or about June 10, 1953. 
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Claims for refund therefor were filed with snid Di- 
rector on June 12, 1953. Said claims were not acted 
upon by the Commissioner of Internal Revenue. 


XT. 

The plaintiff was not organized or operated ex- 
clusively for a charitable purpose during the fiscal 
vears ending April 30, 1951, and April 30, 1952, 
within the meaning of §101(6) of the 1939 Internal 
Revenue Code. 

XII. 

The plaintiff was operated during the fiscal years 
ended April 30, 1951, and April 30, 1952, for the 
primary purpose of carrying on a trade or business 
for profit. 

XIII. 

All of the income realized by the plaintiff during 
the fiseal years ended April 30, 1951, and April 30, 
1952, was derived from the operation of its busi- 
ness of buying and selling securities. 


Conclusions of Law 


iL, 

The Court has jurisdiction of the parties and of 

this controversy. 
iT. 

The plaintiff was not organized or operated ex- 
clusively for a charitable purpose during the fiscal 
years ending April 30, 1951, and April 30, 1952, 
within the meaning of $101(6) of the 1939 Internal 
Revenue Code. 
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ALL 
The plaintiff is not entitled to exemption from 
federal income taxation with respect to the fiscal 
years ended April 30, 1951, and April 30, 1952, 
under either §101(6) or $101(14) of the 19389 In- 
ternal Revenue Code. [116] 


TV. 

The plaintiff is not exempt from federal income 
taxation for the fiscal year ended April 30, 1951, 
under the provisions of §302(a) of the Revenue Act 
of 1950. 

V. 

The plaintiff is not exempt from federal income 
taxation for the fiscal year ended April 30, 1952, as 
it is within $301(b) of the Revenue Act of 1950, 
which was incorporated in the 1939 Internal Rev- 
enue Code as an amendment to §101(6). 


VI. 

The rulings of the Commissioner of Internal Rey- 
enue that the plaintiff was not entitled to exemp- 
tion from taxation for the fiscal years ended April 
30, 1951, and April 30, 1952, were not erroneous. 


wert. 

The plaintiff was operated during the fiscal years 
ended April 30, 1951, and April 30, 1952, for the 
primary purpose of carrying on a trade or business 
for profit. 

VITI. 

All of the income realized by the plaintiff during 

the fiscal years ended April 30, 1951, and April 30, 
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1952, was derived fiom the operation of its business 
of speculating by buying and selling securities. 


EK. 
The defendant is entitled to judgment against the 
plaintiff dismissing the complaint herein with prej- 
udice, and for his costs. 


Judgment 


In aceordance with the foregoing findings of facet 
and eonclusions of law, it is hereby ordered, ad- 
judged and decreed: | 


That the plaintiff take nothing by its complaint, 
that the above-entitled action be dismissed with 
prejudice, and that the [117] defendant have judg- 
ment for and shall recover from plaintiff the 
amount of defendant’s costs, to be taxed by the 
Clem: oniihie Court in the sum of $............7.. 

Dated: This 1st day of March, 1956. 


/s/ PEIRSON M. HALL, 
United States District Judge. 
Affidavit of Serviee by Mai] Attached. 
Lodged February 28, 1990. 
[Endorsed]: Filed and entered March 1, 1956. 
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In the United States District Court, Southern 
District of California, Central Division 


No. 16142-PH Civil 


RANDALL FOUNDATION, INC., 
Plaintiff, 
VS. 


ROBERT A. RIDDELL, Director of Internal] Rev- 


nue, District of Los Angeles, 
Defendant. 


Honorable Peirson M. Hall, Judge Presiding. 


REPORTER’S TRANSCRIPT OF 
PROCEEDINGS 


October 11, 1954 


Appearances : 


For the Plaintiff: 
GIBSON, DUNN & CRUTCHER, 
634 South Spring Street, 
Los Angles 13, California; by 
BERT A. LEWIS, ESQ. 


For the Defendant: 
LAUGHLIN E. WATERS, 
United States Attorney, 
Los Angeles 12, California; by 
ROBERT WYSHAK, 
Assistant United States Attorney. 
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October 11, 1954—11:45 A.M. 


(Other court matters. ) 


The Court: Randall vs. Riddell. 

Mr. Lewis: Your Honor, we are ready with our 
witnesses. I understand Government counsel has 
something to say. 

The Court: Is the stipulation on file? 

Mr. Wyshak: It was filed Friday afternoon, 
vour Honor. 

The Court: It has not gotten to the file yet. Do 
you have an extra copy of it? 

Mr. Lewis: I have, your Honor. 


(The document referred to was passed to the 
Court. ) 


Mr. Wyshak: Your Honor, perhaps I misunder- 
stood you when I spoke to you on the telephone 
but I have arranged to have the Revenue Agent 
here at 1:30 o’clock. 

The Court: I thought vou said vour witnesses are 
here now. 

Mr. Wyshak: No, your Honor. Mr. Lewis said 
he would be agreeable to going on at 2:00 o’clock 
this afternoon, and I thought I understood vou to 
say you were free this afternoon. 

The Court: I will put it over until 2:00 o’clock. 
In the meantime maybe we can find the court’s copy 
of the stipulation. 

Mr. Wvyshak: Thank vou, your Honor. 


(Whereupon, at 12:00 o'clock noon, a recess 
was taken until 2:00 o’clock p.m. of the same 
date.) [4°] 


*Page numbering appearing at top of page of original Reporter’; 
Transcript of Record. 
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October 11, 1954—2:00 P.M. 

The Court: Randall vs. Riddell. 

Mr. Lewis: Ready, your Honor. 

Mr. Wyshak: Ready for the Government. 

Mr. Lewis: I understand we now have the stipu- 
lation of facts? 

The Court: Yes, I have the stipulation of facts 
and I have glanced at it casually. 

Mr. Lewis: I might sav that there is one place 
where it 1s reversed. We mentioned in the stipula- 
tion of facts on page 7 thereof, Paragraph X, the 
references to Schedules E and F of the complaint. 
They are transposed, that 1s, Schedule E gives the 
data for the vear ended April 30, 1951, and Schedule 
FI gives the data for April 30, 1952. The years are 
just reversed. 

The Court: Then I will just change this Sched- 
we F on line 18 and Schedule E on line 21, is that 
right? 

Myr. Lewis: That is right, your Honor. 

Your Honor will recall that the issue in this case 
is Whether the Foundation qualified as an organiza- 
tion operated and organized exclusively for chari- - 
table purposes. It made such a claim to the Bureau 
of Internal Revenue, and in a series of rulings the 
Bureau denied the exemption. Therefore the Randall 
Foundation paid the tax, filed a claim for [5] re- 
fund. no action was taken on the claim for refund, 
and this action was commenced. 

Most of the facts have been stipulated to, your 
Honor, but I have in Court several of the directors 
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of the Foundation whom I would like to elicit some 
testimony from. 

The Court: Verv well. 

The stipulation of facts has been signed, and this 
is not a stipulation that if witnesses were called they 
would testify so-and-so, but this is a stipulation that 
they are facts. 

Mr. Wvyshak: That is correct, your Honor. 

The Court: Very well. The stipulation of facts 
will be received in evidence. 

Mr. Wyshak: There are several objections that 
we have really to its materiality, your Honor. The 
two years in question here are the fiscal vears ended 
April 30, 1951, and April 30, 1952. There are several 
references to events and occurrences happening 
after the last date, after April 30, 1952. 

There were also copies of minutes of directors’ 
meetings and amendments to the articles and bylaws 
which occurred after April 30, 1952, and we submit, 
vour Honor, that they are irrelevant and immaterial 
to the determination of whether this corporation 
Was a tax-exempt institution during the fiscal vears 
ended April 30, 1951, and April 30, 1952. [6] 

The Court: That is just Paragraph XIV? 

Mr. Wyshak: That would start, vour Honor, on 
page 1 of the stipulation. The last two lines refer 
to that amendment to the articles on October 9, 
1952. I submit that that should go out. 

T further submit that since there is no issue here 
as to their being reasonable cause for filing returns 
late, Paragraph III should go out, since a refund is 
not claimed as to any penaltv that might have been 
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paid in connection with the late filing of the return. 

The Court: J will hear the evidence and make a 
determination as to the materiality. 

Those are the only two paragraphs, that is, page 1, 
lines 31 and 32, and line 1 of page 2, and all Para- 
graph Ti1? 

Mr. Wryshak: All of Paragraph III, your 
Honor. 

The Court: And all of Paragraph XVII? 

Mr. Wyshak: Paragraph XIV, and all of the 
pages of the stipulation subsequent to page 43. 

I believe that is the dividing line as to what took 
place before and after that date, starting with page 
44 to the end of the stipulation. 

In addition, pages 16 to 18 of the stipulation, your 
Honor. That is an amendment to the bylaws which 
took place after that date. 

The Court: Well, you have covered that in your 
objection [7] to Paragraph XIV, that is, pages 10 
to 18 and pages 44 to the end which you say are 
immaterial. 

Mr. Wyshak: That is right, your Honor. 

And also a minor matter, at line 8 of page 5—— 

Mr. Lewis: Of the stipulation? 

Mr. Wvshak: Yes. I think we are interested in 
April 30, 1952, rather than April 30, 1953. 

The Court: You object to that? 

Mr. Wyshak: Yes. 

The Court: Very well. Do you wish to be heard 
on his motion? 

Mr. Lewis: Yes. 

Mr. McHale and I worked out the stipulation of 
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facts and, I might say, that the decision to inelude 
all of the minutes and the amendments was his. He 
wanted to have the entire minutes in there. 

I have this point concerning the relevancy or con- 
sidering any facts subsequent to April 30, 1952. 
From the attitude of the Government in working 
on a stipulation of facts I received the impression 
that the good faith of the organizers of this Founda- 
tion might be in question, and I submit that if we 
are faced here with a question of whether or not 
they intended to form and operate in good faith a 
charitable corporation, that this court mav look to 
what happened after April 30, 1952, in order to 
determine what their intent and what [8] their ob- 
jectives were during the earlier two vears. 

As to the objection to the portions of the com- 
plaint and stipulation dealing with the reasonable 
cause, that is perfectly agreeable with me; it is not 
properly applicable and technicallv because we have 
not. filed a claim for refund. 

The Court: You mean that is Paragraph IIT? 

Mr. Lewis: Paragraph IIT of the stipulation. 

The Court: In other words, that is immaterial ? 

Mr. Wyshak: Yes. 

Mr. Lewis: Yes, that is immaterial. 

The Court: That may be stricken as immaterial. 

My. Wyshak: You will notice an interlineation 
at line 23 of page 2, two words, ‘‘or materiality.’’ 
That was added after Mr. Lewis signed the stipula- 
tion and he has agreed that that change may go in. 

The Court: Very well. 

Mr. Lewis: Mr. Randall. 
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PAUL M. RANDALL 
called as a witness by and on behalf of the plaintiff, 
having been first duly sworn, was examined and 
testified as follows: 


The Clerk: State your name in full, please. 

The Witness: Paul M. Randall. 

The Clerk: And your address? 

The Witness: 2050 Fremont Avenue, South 
Pasadena. 

The Court: In connection with the objection to 
the [9] materiality and relevancy of the other mat- 
ters, the objection is overruled. It would appear to 
me that the bona fides of the plaintiff are one of the 
factors that must be taken into consideration. 

Proceed, counsel. 


Direct Examination 
By Mr. Lewis: 


Q. Mr. Randall, will you state your business? 

A. Iam an investor and analyst. 

Q. Do vou have funds of your own invested in 
the market? A. Yes. 

Q. For how long have you had a substantial 
amount of funds of vour own invested in the mar- 
ket? A. Well, for the last 10 years. 

Q. What has been the result of your invest- 
ments ? 

A. Well, we have had very great appreciation. 

Q. During the several years prior to 1950, what 
percentage of your income did vou give to various 
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(Testimony of Paul M. Randall.) 
charitable organizations ? A. Before when? 

Q. Before 1950. 

A. About 10 per cent for the previous three or 
four years. 

Q. Mr. Randall, were vou instrumental in the 
organization [10] of the plaintiff foundation ? 

A. Yes. 

Q. Were you the principal cause in its organiza- 
tion? ae Ves, I think I was. 

Q. Why did vou cause the plaintiff foundation to 
be formed? 

A. Well, I had accumulated all the wealth that 
I intended to for my own personal use and I thought 
I should devote any ability that I might have as an 
investor and analyst to form this Foundation for 
charitable purposes. 

Q. Did you have any specific charitable purpose 
in mind at the time? 

A. J had been thinking for several vears about 
something like Father Flanagan’s Boys’ ‘Town. 

Q. After the Foundation was formed who deter- 
mined how its fund should be invested ? 

A. Our board of directors. 

Q. And to whom did they give authority to in- 
vest the Foundation’s funds? 

A. They gave that to me. 

Q. And pursuant to that authority did you cause 
the funds of the Foundation to be invested ? 

a. Kem 

Q. Securities to be bought and sold? 

AY Wes. [11] 
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(Testimony of Paul M. Randall.) 

Q. What reports were made to the board of di- 
rectors of the Foundation concerning the invest- 
ments ? A. You mean at the end of the year? 

Q. Both at the end of the year and during. 

A. Well, from time to time we in our meetings 
would discuss what we had been doing. 

Q. Were there any informal occasions when you 
discussed with the board the situation as to the in- 
vestment of the Foundation’s fund and the results 
that were being obtained? A. Qh, yes. 

Q. About how frequently did that occur? 

A. Oh, sometimes we would go three or four 
months without any discussion. Then it might be 
every month, or maybe twice a month. 

Q. Mr. Randall, are you a broker? 

A. No. 

Q. Do vou have anv customers of your own at 
all? A. No. 

Q. When securities of the Foundation were sold, 
te whom would thev be sold? 

A. They would be sold through a licensed broker 
on a stock exchange. 

Q. Did you know the purchasers of the securi- 
ties ? A. No. 

Q. When securities were purchased for the 
Foundation [12] would vou know from whom they 
were purchased ? ae: 

Q. How were they purchased ? 

A. Through a broker. 

Q. It has been stipulated, Mr. Randall, that dur- 
ing the vears ended April 30, 1951, and April 30, 
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(Testimony of Paul M. Randall.) 

1952, there were quite a number of transactions 
involving the investment portfolio of the Founda- 
tion. In examining that stipulation you will find 
that on occasion the Foundation would buy in blocks 
of 100, maybe several blocks of 100, of the same 
security within a day or two, and they might sell 
in the same way. Can you explain why that hap- 
pened ? 

A. Well, it probably was because of the thinness 
of the market. For instance, Universal Consolidated 
Oil, the market was very thin on that, and it was 
only a 100 share market with a point spread in be- 
tween. 

The Court: Bv ‘‘thin’’ you mean? 

The Witness: There would be an order to buy, 
say, 100 at 63, and the next buying order might be 
a point and a half down, to 6144. 

The Court: You mean the difference there was 
that there was not much margin in the price, that 
it varied? 

The Witness: The size of the bid or offering was 
small. The size of the bid would be for only 100 
shares, and if you had to sell 500, to sell that vou 
could only sell 100 on that [13] particular day. 

The Court: Is that what vou mean by ‘‘thin’’? 

The Witness: Yes. 

Q. (By Mr. Lewis): Why did you choose, if 
you were buying, say, 500 shares, to buy them in lots 
of 100 shares each rather than putting in an order 
for 500 shares at once? 

A. Well, there are several reasons for that. You 
might be trading and an order for 500 shares, if it 
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were shown on the floor of a stock exchange where 
the market was thin, you might not be able to com- 
plete your buying order, and you might just happen 
to be an opportunist in buying some of these stocks. 

The Court: In other words, if you put in an 
order for 500 shares somebody might think you 
wanted it prettv bad and might raise the price? 

The Witness: Yes, they would raise their bid. 

Q. (By Mr. Lewis): What objective did you 
have in mind in determining what you should buy 
and what you should sell for the Foundation? 

A. Would you repeat that? 

Q. What objective did you have in mind in deter- 
mining when the Foundation bought securities and 
when it sold them, and what securities it chose to 
buy and sell? What did you— [14] what did you 
have in mind in decisions in that respect ? 

A. Ouxy main objective in buying securities was 
for appreciation. 

Q. Did you have any other objective in mind in 
connection with the handling of the funds of the 
Foundation ? 

A. Well, to accumulate a fund large enough to 
do something worth while. 

Q. This stipulation of fact also reveals, Mr. 
Randall, that during the early days of the Founda- 
tion’s existence vou loaned a total of $155,000 to 
the Foundation. How did it happen that those loans 
were made? 

A. Well, there appeared to be an opportunity to 
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2ccumulate this Universal Consolidated Oil, and the 
Foundation did not have enough of its own funds 
so in order to make this profit I made this loan to 
the Foundation. 

Q. The stipulation also shows that the Founda- 
tion paid you 21% per cent annual interest on your 
loans to the Foundation. How was that interest 
rate set? 

A. Well, the call rate had fluctuated from 314 
down to 2 per cent, I think, at the time that this 
loan was made, and I anticipated the average cost 
fo me would be about 214 per cent over an extended 
period, maybe a vear or two or three years. So we 
arbitrarily set that rate of 214 per cent. 

Q. What compensation, if any, did vou ever re- 
ceive from the Foundation for your services to [15] 
it? A. None. 

Q. Any compensation directly or indirectly from 
the Foundation? A. No. 

Q. What benefit, if any, did you receive per- 
sonally from your dealings with the Foundation ? 

A. Just the satisfaction of being suecessful in 
our operation. 

Q. The stipulation also shows, Mr. Randall, that 
during the first vear of the Foundation’s existence 
vou gave securities of an approximate value of $20,- 
000 to the Foundation, whereas vour gifts to the 
Foundation the second year totaled in value less 
than $1,000. Why did vour gifts decline that second 
vear ? 

A. Because we were having trouble securing our 
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(Testimony of Paul M. Randall.) 
exemption from the Revenue Service, and because of 
the possible delay we didn’t want to make any more 
donations until it had been cleared up. 

The Court: Who were the original directors of 
this corporation—this is a California corporation? 

The Witness: Yes. 

Dr. Bailes, Mr. Flanagan, my son and my sister, 
Dorothy Ward. 

The Court: Who is Dr. Bailes? 

The Witness: Dr. Bailes—— [16] 

Mr. Lewis: Your Honor, we have both Dr. 
Bailes and Mr. Flanagan here. 

The Court: Are they any relation to you? 

The Witness: No, sir. 

The Court: And Mr. Flanagan? 

The Witness: He was my attorney. 

The Court: He is not related to you? 

The Witness: No. 

The Court: And then your son? 

The Witness: Yes. 

The Court: And your sister? 

The Witness: Yes. 

The Court: Have they remained as directors? 

The Witness: No, they resigned. My son went in 
the service and resigned. My sister resigned also. 

The Court: And that leaves the three of vou, the 
original three? 

The Witness: No, we have two new directors, a 
Mrs. May Gifford and a Mr. James Patterson. 

The Court: And the original three? 

The Witness: And the original three. 

The Court: You, Dr. Bailes and Mr. Flanagan? 
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The Witness: Yes. 

The Court: Are these other two people related 
to you in any wav? [17] 

The Witness: No. 

The Court: Very well. 

Q. (By Mr. Lewis): Mr. Randall, the stipula- 
tion of facts shows that during the fiscal vear ended 
April 30, 1951, the total expenses of the Foundation 
Was $1,532.36. Do you have anv recollection of what 
those expenses would be comprised of ? 

A. Well, I believe a part of it was interest and 
part of it was attorney’s fees and part of it was ac- 
counting fees. 

Q. Now the stipulation shows that during the 
second year those expenses increased from $1,532.36 
to $8,271.99. The stipulation also shows that of that 
later figure, $8,271.99, that $3,639.45 consisted of in- 
terest which the Foundation paid on its loans? 

A. Yes. 

Q. Do you know what the other part of those ex- 
penses for the second year consisted of ? 

A. They were attorney’s fees and accounting 
fees. 

Q. And why were they substantiallv larger than 
they were the first vear? 

A. Well, so much work was being done on re- 
search and matters affecting the tax status of the 
Foundation. 

Q. Will you tell the court what you have done 
on behalf of the Foundation with relation to its 
purpose of ultimately forming or having a part in 
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a boys’ home to which you [18] referred a moment 
ago? 

My. Wyshak: I object to that as vague and 
indefinite. 

Mr. Lewis: I will strike the question. 

@. You previously testified that one of the speci- 
fie objections you had in mind when the Foundation 
was formed was the establishment of a boys’ town 
similar to that of Father Flanagan in Nebraska. 
Can you state what steps, if any, the Foundation has 
taken in that direction ? 

Mr. Wvshak: I object to that also as vague and 
indefinite, without regard to when this objective was 
sought to be attained. 

The Court: He cannot ask evervthing at once. 
He is asking what they did. I suppose his next ques- 
tion will be, when. did you do it. 

Q. (By Mr. Lewis): I think, Mr. Randall, it 
might be of assistance if vou would try to state in 
chronological order the steps that have been taken, 
stating the first one first. 

A. Well, during the first vear we looked at 
various properties that might have been logically 
used for a boys’ home. Property was looked at in 
Santa Barbara, or Just outside of Santa Barbara. 
We looked at some property in Antelope Valley. 

The second year we continued to look at various 
properties. [19] 

Q. Do you recall the location of anv properties 
you looked at during the second year? 

A. We looked at a property in the San Fer- 
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nando Valley that involved the expenditure of a lot 
of money if we had taken it on. We decided not to 
take it on. 

Q. Subsequent to the second year did you look 
at any other property? 

A. You mean the third year? 

Q. Subsequent to April 30, 1952. 

Mr. Wyshak: Your Honor, may we have a con- 
tinuing objection on the basis of incompetence and 
irrelevance ? 

The Court: Yes. Overruled. 

The Witness: We looked at various properties 
during the second year. 

The Court: He means subsequent to that. 

Q. (By Mr. Lewis): Subsequent to April 30, 
1952. 

A. Yes, I hired a Mr. Ramsdell to investigate 
some properties for me. 

Q. Did vou visit those properties with Mr. Rams- 
dell? A. Yes. 

Q. Where were they located? 

A. One was at Hot Springs down in San Diego 
County. 

The Court: Did vou buy any property? 

The Witness: No, we never bought any property 
due to the [20] uncertainty of our tax status. 

Q. (By Mr. Lewis): Has the Foundation ever 
made any detailed investigation of how the Father 
Flanagan Home operates? Ww. Yes, 

Q@. What was done in that connection ? 
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A. My. Ramsdell and myself went back to not 
only look at this Flanagan Boys’ Home but he drew 
up a report covering our trip. 

@. Who is Mr. Ramsdell? 

A. Mr. Ramsdell is an attorney who was for- 
merly employed by the Los Angeles City Schools as 
a-—I think he had something to do with delinquent 
children. 

Mr. Lewis: I have no further questions. 

The Court: Cross-examine. 

We might take a short recess. I have a phone eall 
to make. 


(Short recess. ) 
The Court: Proceed. 


Cross-Examination 


By Mr. Wyshak: 


Q. During the years in question, Mr. Randall, 
where was your Universal Consolidated Oil listed, 
it at alee 

A. In Los Angeles and San Francisco and New 
York. 

The Court: On the New York Stock Exchange 
or the [21] so-called—what did they call it, the 
American ? 

The Witness: It is the American Exchange, 
formerly the Curb Exchange. 

Q. (By Mr. Wyshak): It was listed on the 
American, the Los Angeles and San Francisco Ex- 
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changes ? That is right. 

Q. Do you know what a specialist is, Mr. Ran- 
dall ? A. Yes. 

Q. Is it not true that every stock that is listed 
on an exchange has a specialist in that stock ? 

A. You 

Q. How would vou define the duties of a special- 
ist? 

A. Well, his duty is to attempt to keep an or- 
derly market in a stock, but in many cases they arc 
not able to do so. 

Q. In other words, stabilize the market so that 
when there is a wide range between the bid and the 
ask, to narrow it? A. Thats righty 

Q. Do you know if there was a specialist in Uni- 
versal Consolidated Oil in the years in question ? 

A. Iam sure there was. 

Q. Yet you took it upon yourself to be a special- 
ist and stabilize the market in that stock? [22] 

A. No, I don’t believe I attempted to do any- 
thing like that. I just attempted to accumulate when 
it was advantageous for us to do so, and sell when 
I thought it was advantageous to do so. 

@. In other words, in those cases where you 
bought this stock on one day and two days later 
sold it, it was usually at a small profit, was it not? 

A. Yes. 

Q. In other words, you wouldn't sell it at a loss 
merely to stabilize the market? A. No. 

Q. Did anyone else or has anyone else contrib- 
uted any money or property to this Foundation 
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since its formation ? A. No. 

Q. Do you recall the names of the companies 
whose securities vou gave to the Foundation at its 
formation? Just generally can you recall most of 
them ? Ae Ie thnk so. 

Q. At the time they were contributed to the 
Foundation, did you have a profit on those stocks? 
Yes. 

On all of them? A. I believe I did. 
Would you eall it a substantial profit? 

Yes. I believe it was. [23] 

And what did the Foundation do with those 
securities after you contributed them to it? 

A. I believe in almost every case they sold them. 

Q. How soon after the contribution to the Foun- 
dation? 

A. In almost every instance I believe it was im- 
mediately. 

Q. Immediately ? A. Yes. 

Q. The same day or the next day? 

A. Yes. 

Q. Has the corporation paid a tax resulting from 
the sale of those securities ? 

A. Well, it has filed a return for the first two 
years, I believe. 

Q. But was any tax paid as the result of the 
sale of those particular securities that were contrib- 
uted to the Foundation ? 

The Court: We have not established that there 
was any profit made. 


OPeer 
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The Witness: What kind of tax do you mean? 

Q. (By Mr. Wyshak): Was there any profit 
nade on the sale of those securities ? 

The Court: Was there any gain, vou mean? [24] 

Q. (By Mr. Wyshak): Which would be tax- 
ible. A. No, I don’t believe there was. 

The Court: Was there any gain at all? 

The Witness: To the Foundation? 

The Court: Yes. 

The Witness: If the Foundation received the 
stocks one day and sold them the next, I mean what 
vould be their base ? 

Q. (By Mr. Wyshak): Do you know if any 
yain was reported and any tax paid on that gain? 

A. I don’t believe there was. 

The Court: By the corporation? 

Mr. Wyshak: By the corporation. 

The Witness: I don’t believe there was, no. 

The Court: That is the answer to both of his 
juestions, that there was no gain and ho gain re- 
yorted and no tax paid. 

The Witness: Yes. 

Mr. Wyshak: I believe the stipulation shows, 
Your Honor, that the first loan to the Foundation 
yy Mr. Randall was in the sum of $40,000. 

The Court: The first what? 

Mr. Wyshak: The first loan by Mr. Randall 
was $40,000. That is at page 4, line 29, of the stipu- 
lation. It was in the amount of $40,000 on May 29, 
1951. [25] 
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Q. What was the source of that loan, Mr. Ran- 
dall? 

A. You mean where did I get the $40,000? 

Q. That is right. 

A. I borrowed that from my broker. 

Mr. Lewis: May I interrupt? I think your date 
Is wrong. 

Mr. Wyshak: May 29—no, that is the repay- 
ment. It is June 13, 1951. I am sorry, Your Honor. 

Q. Is that broker Akin-Lambert Company ? 

A. Yes. 

Mr. Wyshak: May I have this marked for iden- 
tification ? 

The Court: ‘That was a cash loan? 

The Witness: Yes. 

Mr. Wyshak: Well, presumably they gave it to 
him in check form. 

The Court: A check is cash. 

The Clerk: Defendant’s A for Identification. 


(The document referred to was marked De- 
fendant’s Exhibit A for Identification.) 


Q. (By Mr. Wyshak): Do you recognize this 
June 19, 1950, statement from Akin-Lambert in the 
name of Paul M. Randall? A. Yes. 

Q. Would you say that this item showing a debit 
in the amount of $40,000 on June 13, 1950, was the 
sum which was [26] loaned to the Foundation? 

A. It looks like it. 

Q. And what was the interest rate that was 
being paid on that sum that was loaned ? 


vs. Robert A. Riddell 145 


‘Testimony of Paul M. Randall.) 

A. 2 per cent. 

Q. And what was the interest rate which the 
foundation paid you as a result of this loan? 

A. The interest that the Foundation eventually 
9aid me was 244 per cent. 

Mr. Wyshak: May I have this placed in evi- 
lence ? 

The Court: Defendant’s A in evidence. 


(The document referred to was marked De- 
fendant’s Exhibit A and received in evidence.) 
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Q. (By Mr. Wyshak): And this loan was not 
repaid to you until May 29, 1951? 

A. I believe that was the time. 

Q. And you received interest at the rate of 21% 
per cent all during that time from the Foundation ? 

A. Yes. 

The Court: There are a lot of penciled figures 
on this exhibit. 

Mr. Wyshak: I don’t know whose they are. They 
might be Mr. Randall’s. they might be somebody 
else’s. 

Mr. Lewis: I am sorry, I don’t know, Your 
Honor. [27] 

The Court: I will disregard them. 

Mr. Lewis: Yes. 

Mr. Wyshak: Very well. 

Q. Who were the brokers through whom orders 
were executed on behalf of the Foundation? 

A. Akin-Lambert and Harbison & Henderson. 

Q. Did you use those same two brokers on vour 
personal account? A. Yes, 7 did. 

Q. Did you use the same customer’s man in those 
firms for the Foundation’s account as your own 
personal account ? &. «Yes: 

Q. At the time the Foundation was organized 
and shortly thereafter, did you intend to build a 
boys’ home with the capital that was available to 
the Foundation ? 

A. That was ene of the outstanding things that 
I wanted to do, and still do. 
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@. You didn’t feel during that first year that 
you had sufficient capital to set up the boys’ home, 
did you? 

A. No, sir. It was my objective to build up a 
fund large enough so that we could be secure in 
perpetuating it when we actually did start it. 

Q. What did you consider a sufficient fund at 
that time? 

A. We felt that a quarter of a million dollars 
would be enough possibly to get started. [28] 

@. Approximately what was the market value 
of the date of contribution of those shares of stock 
which were contributed to the Foundation by you 
during 1951 and ’52? 

Mr. Lewis: Your Honor please, those facts are 
all stipulated to. 

The Court: Yes, they are stipulated to. 

Q. (By Mr. Wyshak): Were notes ever exc- 


cuted to you by the Foundation ? A. Yes. 
Q. Do you have those notes with you? 
A. No. 


Q. How many notes were issued, do you have 
anv idea? 

A. There were eight or nine or ten. I have the 
records at home on it. J don’t remember. 

The Court: Do you have the notes? 

The Witness: No. When the notes were paid. 
T believe shortly after they were destroyed. 

The Court: Did you execute notes to the broker- 
age houses from whom you borrowed the money 
ov borrowed on your marein account? 
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The Witness: I borrowed on my margin account. 

Q. (By Mr. Wyshak): Margin accounts were 
opened in both of these broker’s houses on behalf 
of the Foundation, were thev not? 

A. Yes. [29] 

@. Were the securities that were purchased and 
sold on behalf of the corporation comparable to the 
securities that were purchased and sold at the re- 
spective periods by yourself? 

A. Will you say that again, please? 

Q@. Were the stocks that were bought and sold 
on behalf of the Foundation the same stocks that 
you were buying and selling on vour own account? 

A. Yes. 

Q. After the Foundation was organized, did you 
do any less trading in your own account than you 
had before the corporation was organized ? 

A. Yes, I believe I did a lot less business on my 
own account after the Foundation was organized. 

Q. In other words, most of your activity was 
directed to trading on behalf of the Foundation ? 

Aw . Yes. 

Q. Did you ever put up any collateral for the 
Foundation on its marein accounts with either of 
those two houses ? 

A. Yes, I beheve there is one time that we did 
put up some Universal Consolidated Oil as marein 
for the Foundation’s account. 

Q. Were transfer taxes paid on the putting up 
of the collateral on the Foundation’s account ? 

 daon’t know. [20] 
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@. At the time you contributed the shares of 
stock which were set forth in the stipulation to the 
foundation originally were transfer taxes paid on 
those transfers ? 

A. I wouldn’t know about that, either. 

Q. Well, in whose name were the shares of stock 
which you contributed to the Foundation ? 

They were in my name. 

A loan? A. I believe so. 

Tn whose name were they sold? 

In the name of the Foundation. 

But you don’t know if transfer taxes were 
watt on the transfer from you to the Foundation? 

A. No. I believe that is always left up to the 
broker. If he thinks there is a tax due, I think he 
pays it. 

Q. Would you describe most of the oil securities 
in which trading took place on behalf of the Foun- 
dation as speculative securities ? 


-OPOO>P 


A. Some of them were. You might consider some 
of them were quite speculative. 

Q. Your aim then was to build up the capital 
of the Foundation by speculating in these securities, 
thereby securing the profit to build up a quarter of 
a million dollars capital with which to build a boys’ 
home, is that correct? 

A. Well, I mean it is hard to describe, or it is 
hard [31] to draw a distinction between a specula- 
tive stock and 


The Court: He is now asking you if your pur- 
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pose was to build up a eapital of $250,000 with 
which to build a boys’ home. 

The Witness: Yes, that is right. 

@. (By Mr. Wvyshak): And vou wanted to do 
that with approximately $20,000 capital ? 

A. Well, I loaned the Foundation $150,000 in 
addition to my contributions. 

@. But you fully expected to get that back, 
didn’t you? A. My loan, yes. 

Q. So that the only capital of the Foundation 
was the $21,000 that was contributed by you? 

Aw Dat is richt. 

Q. No tax was ever paid on the profit that ex- 
isted from the time vou bought those securities 
which you contributed to the Foundation and which 
were sold by the Foundation? 

The Court: That is covered by the stipulation, 
counsel. 

Mr. Wyshak: I don’t believe it is, your Honor. 

The Court: The stipulation says that they filed 
a return and paid the tax. 

Mr. Wyshak: I am talking about that particular 
group of stocks which he contributed to the Foun- 
dation and which [32] the Foundation sold the next 
day or the same day he contributed it. 

The Court: That has been asked and answered. 

Mr. Wyshak: I am saying that no tax was paid 
by him or the Foundation. I believe we only cov- 
ered the Foundation. 

Mr. Lewis: Your Honor, as I remember the an- 
swer to the question, the witness didn’t know. 
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I am perfectly willing to have him ask if he paid 
any tax on the appreciation of the securities be- 
tween what he paid for them and what they were 
worth when he gave them to the Foundation. 

The Court: Between the time he got them and 
the time he gave them to the Foundation ? 

Mr. Lewis: Yes. I don’t think that question has 
been answered. 

The Court: Very well. 

Q. (By Mr. Wyshak): Between the time you 
bought those stocks and they were sold by the Foun- 
dation, was any tax paid by you on the profit? 

A. No. 

@. Was any tax paid by the Foundation on that 
profit ? 

Mr. Lewis: I think the witness has previously 
answered that question. He said he didn’t know. 

The Court: He said there was no gain and no 
return. [83] They were given to them one day and 
sold by the Foundation the next. 

Who made the determination for the gifts which 
are set out in the stipulation totaling $11,600, $3,600 
of which were in ’51 and $10,100 in 52? Who made 
the determination as to who should be the recipient 
of these sums? 

The Witness: I did. 

The Court: Did you or the board of trustees? 
Did you consult with them ? 

The Witness: Yes, they knew about it. I dis- 
cussed in advance that I was going to do that. 

The Court: And did they approve it? 
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The Witness: Yes. 

The Court: Are there any minutes here as to 
that ? 

Mr. Lewis: Oh, yes, your Honor. There are ade- 
quate minutes. 

The Court: Very well. Go ahead, counsel. 

Q. (By Mr. Wyshak): If vou intended to ac- 
ecumulate a quarter of a million dollars for a boys’ 
home, why did you bother giving any charity any 
sum of money? 

A. Well, we discussed it with the board of di- 
rectors and thev decided that it would probably be 
good if we did. 

Q. They didn’t feel that it might help you get a 
tax-exempt status for this Foundation? [34] 

A. That mght have had something to do with it. 

@. There is in the bylaws or in the articles noth- 
ing preventing a gift of anv profit realized from 
security transactions to one of these charities, is 
there ? A. Will you say that again? 

Q. There is nothing in the articles or bylaws 
preventing a gift of part of the profit from security 
transactions to one of the charities to which money 
Was given? 

A. No. That is left to the discretion of the board 
of directors, I believe. 

Q. Was any charitable activity other than those 
gifts that are set. forth in the stipulation pursued 
during the fiscal vears ended April 30, 1951, and 
April 30, 1952? 

A. By the Foundation—I don’t believe so. 
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Q. By the Foundation? 
A. I don’t believe so. 
Mr. Wyshak: That is all. 
The Court: Redirect? 
Mr. Lewis: Yes, your Honor. 


Redirect Examination 
By Mr. Lewis: 


Q. Mr. Randall, you mentioned that some of the 
securities which the Foundation purchased might 
be considered speculative. What securities did you 
have in mind as falling in that category? [35] 

A. Well, maybe Universal Consolidated Ou or 
maybe Bishop. 

@. In what sense were they speculative? 

A. Well, it is very hard to draw a line between 
a speculative stock and an investment stock. 

Q. Will you tell the court what you mean by 
speculative in respect to those two securities? 

A. I expected that there would be a great ap- 
preciation in the price within several years. 

The Court: Was there a difference between buy- 
ing a stock that is speculative or—let me put it this 
way—can a stock still be safe and be speculative ? 

The Witness: Yes. 

The Court: As, for instance, an oil stock? 

The Witness: Yes. 

The Court: In other words, if you know of some 
possible venture into a new field that the company 
is drilling, their stock would be a safe buy in your 
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opinion, but at the time it would be speculative be- 
cause it might go up? 

The Witness: That is right. 

The Court: For instance, if they hit it as Rich- 
field did in Cuyama? 

The Witness: That is right. 

Q. (By Mr. Lewis): Is that what you mean bv 
describing those stocks [86] as speculative ? 

As That is right. 

Q. Mr. Randall, under the stipulation it appears 
that during the first vear of the Foundation you 
eave it securities of approximately the market value 
of $20,000, and during the subsequent year you gave 
it less than $1,000. 

When you formed the Foundation what was vour 
intention as to the amount of your annual gifts 
to it? 

Mr. Wyshak: I object to that question as hear- 
say and immaterial. 

Mr. Lewis: Your Honor, it has a direct bearing 
on the question put by counsel as to how he expected 
to raise the money for the boys’ home. 

The Court: Overruled. 

The Witness: I intended to contribute at least 
10 per cent of my income to my own Foundation 
along with another 10 per cent to other charitics. 

Q. (By Mr. Lewis): Why didn’t you give that 
much the second vear? 

A. Beeause of the uncertainty of our tax statnes. 

Mr. Wyshak: I move to strike those answers on 
the ground that he didn't 
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The Court: I think it is self-serving, but I think 
it is proper redirect because on your cross you went 
into his state of mind at the time he organized and 
what he intended [37] to do and how he hoped to 
do it. The motion to strike is denied. 

Mr. Lewis: That is all. 

Mr. Wyshak: Just one question. 


Recross-Examination 
By Mr. Wyshak: 


Q. I believe one of the first questions that Mr. 
Lewis asked you was what your occupation was, 
and you said investor and something else? 

The Court: Analyst. 

Q. (Bv Mr. Wyshak): And analyst. Do you 
eonsider yourself a trader? 

A. Well, no, I don’t believe so. I am more of an 
investor. I work on special situations. 

Mr. Wvshak: May I have this 1950 Federal in- 
come tax return marked for identification ? 

The Court: That is the witness’ personal return ? 

Mr. Wyshak: His personal 1950 Federal income 
tax return. 

The Clerk: It will be Exhibit B. 


(The tax return referred to was marked De- 
fendant’s Exhibit B for identification. ) 


Q. (By Mr. Wyshak): Do you recognize your 
signature, Mr. Randall, on this Form 1040 for the 
year 1950? A. Yes. [88] 
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Q. And what is your occupation as there set 
forth ? 

A. It is stated there as trader and investor. And 
if I can qualify that answer about not being a 
trader, that 1s something that is rather hard to de- 
fine, too. You may be an investor in special situa- 
tions and—— 

Q. But at that time you did consider yourself 
a trader? 

A. Well, you might say so. But it is, as I say, 
hard to make a distinction. 

Q. Have you ever heard yourself described by 
any broker as a good trader? A. dXo. 

Mr. Wyshak: That is all. 

The Court: Step down. 


(Witness excused.) 


The Court: Next witness. 
Mr. Lewis: Dr. Bailes. 


FREDERICK BAILES 
called as a witness by and on behalf of the plaintiff, 
having been first duly sworn, was examined and 
testified as follows: 


The Clerk: State your name in full, please. 

The Witness: Frederick Bailes, B-a-i-]-e-s. 

The Clerk: And your address? 

The Witness: 846 South Sycamore Avenue. Leos 
Angeles. [89] 
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Direct Examination 


By Mr. Lewis: 
Q. Dr. Bailes, what is your profession ? 
A. [ama minister of a religion. 
Q. What is your church? 
A. Science of Mind Church. 
Q. Are you presently a minister of that church? 
A. Yes. 
Q. For how long have you been minister? 
A. Seventeen years. 
Q. How many members do you now have in your 


congregation ? 

A. About a month ago it was touching 2,009. 

Q. How long have you known the preceding wit- 
ness, Mr. Randall? 

A. Probably since about 1940, into 14 years. 

Q. What has been the nature of your relation- 
ship during that time? 

A. Well, I have gone under his guidance very 
largely in the use of my own money. 

Q. In investing your money? 

A. Investing my own money. 

Q. What have you found the results of his ad- 
vice are? 

A. Verv excellent as far as I am concerned. 

Q. Did he ask you to serve as a director on the 
Randall [40] Foundation when it was organized ? 

A. Yes. 

@. And have you been a director of that Foun- 
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dation ever since? A. Yes. 

Q. When he asked you to serve on it, why did 
you consent to serve as a director? 

A. Well, we had talked many times in the years 
preceding its foundation and he had been telling of 
his desire to really do something for other people, 
and we discussed various types of organizations, and 
when he said he was going to set up this Founda- 
tion now, that he was about getting into position 
to be able to do it, I thought it would be an excellent 
thing because of the purpose he had in taking young 
fellows that probably hadn’t had a chance and sur- 
rounding them with the proper environment. 

Q. Did he mention that purpose to you at the 
time he discussed your being a director? 

A. Yes. 

@. Sinee you have been a director who has de- 
termined how the funds of the Foundation should be 


directed ? A. The board. 
Q. And to whom have you delegated that author- 
ity ? A. To Mr. Randall. 


Q. And it is stipulated here that during the [41] 
first year and a half of the Foundation’s existence 
Mr. Randall loaned considerable funds of his per- 
sonal funds to the Foundation. Do vou have knowl- 
edge of those loans? &. Wes. 

Q. By what authority did the Foundation pay 
Mr. Randall interest on those loans? 

A. Well, discussions resulting in authorization 
of him to make the loan at a particular rate. 
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Mr. Wyshak: Your Honor, this is all in the 
minutes. 

Mr. Lewis: Very well. 

Q. During the time that you have been a direc- 
tor, how frequently have you discussed the Founda- 
tion’s affairs with Mr. Randall? 

A. Well, at the stated meetings, but then at a 
great many other meetings, what you might call in- 
formal meetings. 

@. And what was discussed on those occasions ? 

A. Practically everything that was going on in 
the corporation as well as the plans, future plans. 
Also I drove out with Mr. Randall to look at prop- 
erties from time to time. 

Q. Do you know whether audited reports of the 
Foundation’s condition were made each year? 

A. Yes. . 

Q. Did you receive a copy of that auditing re- 
port? A. Yes. 

Q. Do you recall ever having discussed with the 
board [42] the advisability of the Foundation mak- 


ing gifts to various charities? A. Yes. 
Q. Were designations made at that time con- 
cerning gifts? A. Yes. 


Mr. Lewis: I have no further questions. 
The Court: Cross-examine. 


Cross-Examination 
By Mr. Wyshak: 


Q. You didn’t contribute any funds to the Foun- 
dation, Dr. Bailes? A. No, sir. 
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Q. Were funds solicited by or from others by 
any of the other directors? 

A. No, not up until this date. 

Mr. Wyshak: No more questions. 

The Court: Step down. 


(Witness excused.) 


The Court: Next witness. 
Mr. Lewis: Mr. Flanagan. 


JAMES A. FLANAGAN 
ealled as a witness by and on behalf of the plaintiff, 
having been first duly sworn, was examined and 
testified as follows: 


The Clerk: Will you state your name in full, 
please? [43] 

The Witness: James A. Flanagan. 

The Clerk: Wall you spell vour last name? 

The Witness: F-]-a-n-a-g-a-n. 

The Clerk: And your address? 

The Witness: 153 South Camden, Beverly Hills. 


Direct Examination 
By Mr. Lewis: 


Q. Mr. Flanagan, what is your business? 

A. I am an attorney. 

Q. How long have you been a member of the 
California bar? A. Approximately 25 years. 

Q. How long have you known Mr. Randall? 

A. About seven or eight years. 

Q. Were vou his attorney in the spring of 1950? 
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A. Yes. 

Q. In that capacity did he consult you concern- 
ing the formation of the Randall Foundation ? 

A. He did. 

Q. Did you draw articles of incorporation for 
that Foundation ? A. Yes. 

Q. Do you recall at that time discussing whether 
or not the charitable objectives of the Foundation 
should be specifically set forth in those articles? [44] 

A. Well, he told me 

Mr. Wyshak: Just a moment. I object to that. 
He can answer yes or no. 

The Court: I think it can be answered ves or no. 

The Witness: Yes. 

Q. (By Mr. Lewis): Will you explain what 
happened on that occasion ? 

A. Well, Mr. Randall told me that he wanted 
to eventually create a foundation similar to Boys’ 
Town in Nebraska, and that it might take a little 
while before enough funds were accumulated for that 
purpose, but that was what he primarily wanted 
to accomplish, and when we came to draw up the 
articles I stated in general terms ‘‘charitable pur- 
poses,’’ and Mr. Randall asked me something about 
stating a primary term, and I told him I didn’t feel 
it was necessary under the California law at that 
time. 

Q. Were you a director for a good part of the 
life of this Foundation ? A. Yes, I was. 

Q. Do you reecall—— 

The Court: Are vou now? 
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The Witness: J am now. 

The Court: In other words, you have been ever 
since it started ? 

The Witness: Well, there was a short period—I 
signed [45] as a director when the organization was 
first formed, and after the formation I resigned to 
give Mr. Randall and the Board a chance to choose 
somebody else if they wanted to, and they wanted 
me to go back on, and I did. 

Mr. Lewis: The stipulation will show that m 
November, 1951, he was returned to the board of 
directors. 

The Court: Very well. 

Q. (By Mr. Lewis): As a director, do you re- 
eall in any of the directors’ meetings any discussion 
as to whether or not the Foundation should make 
any gifts to charitable organizations ? A. Yes. 

Q. Can you tell us the substance of those dis- 
cussions ? 

A. Well, we discussed the advisability of mak- 
ing contributions to various charities. Mr. Randall 
wanted to accumulate funds and was perhaps not 
as much inclined to make contributions as some of 
the rest of us, but we felt that perhaps some should 
be made along the line and, as I recall on several 
occasions, the board’s trustees voted to make con- 
tributions. 

Q. It has been stipulated, Mr. Flanagan, that in 
the fall of 1952 an amendment to the bylaws of the 
Foundation were made which required it to either 
build or inaugurate a boys’ home which would 
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house at least 50 boys by December, 1957. Do you 
recall drawing that amendment? [46] 

A. Yes. 

wr. Wyshak: 1 object, your Honor, on the 
ground it is immaterial and irrelevant. 

The Court: Overruled. 

Q. (By Mr. Lewis): Was there an attempt 
made at that time to amend the articles in a similar 
fashion ? A. Yes, there was. 

Q. And what was the result of that attempt? 

A. Well, as I remember, we attempted to amend 
the articles to provide that if we did not have estab- 
lished by a certain date—I believe 1957 or there- 
abouts—a boys’ home earing for at least 50 boys 
that the board of directors—— 

The Court: December, 1959? 

The Witness: December, 1959—that the board of 
directors would dissolve the corporation. 

The State refused to let us file in that form be- 
cause of the fact that there could not be a mandatory 
provision in regard to dissolution, that it had to be 
a voluntary act of the board of directors, and there- 
fore we did amend the bylaws to make some provi- 
sion for it. 

Q. (By Mr. Lewis): Do you recall what caused 
you to make that amendment to the bylaws—— 

Mr. Wyshak: Same objection, your Honor. [47] 

The Court: Overruled. 

The Witness: A firm was employed in Washing- 
ton, D. C., to take up this matter of exemption with 
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the Department. and that firm advised me that the 
Department wanted an amendment. 

Mr. Wyshak: Objection to this portion of his 
testimony on the ground that it is hearsay and in- 
competent. 

The Court: Overruled. 

The Witness: That firm advised me that the 
Department wanted us to amend the articles to set 
up our primary purpose, and since our primary 
purpose was to establish a boys’ home they wanted 
us to set that forth, and further provide that we 
would do so, would establish this home by a fixed 
date. 

Q. (By Mr. Lewis): While vou were a director 
of the plaintiff Foundation, how often did you dis- 
cuss its affairs with Mr. Randall? 

A. I would say I discussed the affairs with him 
on the average of once a week, a good part of the 
time. 

Q. What did those discussions cover? 

A. Well, various proposed investments and pos- 
sibility of locations for a boys’ home, purchase «oi 
locations and contributions—various things of that 
kind. 

Mr. Lewis: I have no further questions. 

The Court: Cross-examine. [48] 
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Cross-Examination 
By Mr. Wyshak: 


Q. I believe you stated, Mr. Flanagan, that in 
your conversations with Mr. Randall he indicated to 
you that he wanted to accumulate funds so that he 
could build a boys’ home, is that correct? 

A. Thats night: 

Q. Did he tell you how he intended to aceumu- 
late those funds? 

A. He said he intended to make contributions 
to the Foundation when formed and through invest- 
ment to secure additional funds which he thought 
eventually would lead to such an accumulation. 

Q. Did he ever give you any indication of what 
he meant by ‘‘eventually’’? 

A. I think he thought it would take several 
years, two to four years or thereabouts. 

Q. And during that time the only source of funds 
was to be any contributions he might make and any 
profits realized from speculating in the stock mar- 
ket? 

A. No, I think that we all on the board hoped to 
make some contributions during the course of the 
Foundation, and I think that we hoped to secure 
contributions from other people. 

Q. J don’t believe you have answered the ques- 
tion, Mr. Flanagan. [49] Would you read it again, 
Mv. Reporter? 

(The question referred to was read by the 
reporter as follows: “‘Q. And during that time 
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the only source of funds was to be any contribu- 
tions he might make and any profits realized 
from speculating in the stock market ?’’) 


The Witness: That was not the only source of 
funds contemplated. 

Q. (By Mr. Wyshak): You at no time did con- 
ribute any funds, though, did vou? 

A. No, not after the Government raised a ques- 
ion. All contributions were set aside. 

Q. I believe you stated you became a director 
in. November, 1951 ? 

A. Iwas a director after having resigned once. 

Q. Shortly thereafter the Commissioner of In- 
ernal Revenue ruled for the second time that this 
Foundation was not tax exempt, isn’t that correct? 

A. Possibly it did. I don’t remember the dates. 

Q. Approximately how many times would you 
say you met, the board of directors and Mr. Ran- 
jall, between the time of your re-election on the 
doard of directors on April 30, 1952? 

A. How many times did I meet with Mr. Randall 
ind the [50] board ? 

Q. Yes. 

A. Oh, I would guess 15 times or thereabouts, 
naybe more. 

Q. Out of that 15 times how many discussions 
ook place with regard to making contributions to 
sharity ? 

A. Well, I would say four or five. I think that 
chere were several occasions, as I reeall, that we 
voted contributions to different charities. 
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Q. Would you say that that four or five times 
was scattered throughout the 15 different meetings 
or was it nearer the beginning of that period or the 
end of the period or the middle of it? 

A. I would say it was scattered. 

Q. Yet according to the stipulation, no money 
was contributed at any time between your re-election 
and the end of the fiscal vear, is that correct? 

A. That is between November, 1950 

Q. 1951—or is it 750 or ’51 that you were re- 
elected ? 

A. I think it was ’50. I may be wrong. 

Mr. Lewis: The stipulation shows, Your Honor, 
that the Foundation was formed in May of 1950 
and Mr. Flanagan was re-elected to the board in 
November. 

The Court: 1951 you said a while ago. 

Mr. Lewis: May I check that? [51] November, 
1951, is correct, Your Honor. 

The Court: Very well. 

Mr. Wyshak: Will you read the last question 
and answer, Mr. Reporter? 


(The record referred to was read by the re- 
porter as follows:) 


‘“‘. Yet according to the stipulation, no monev 
was contributed at any time between your re-election 
and the end of the fiscal year, 1s that correct? 

‘‘A. That is between November, 1950-——— 

‘*Q. 1951—or is it 50 or 751 that you were re- 
elected ? 
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“A. I think it was °50. T may be wrong. 

“Mr. Lewis: The stipulation shows, Your 
Honor, that the Foundation was formed in May of 
1950 and Mr. Flanagan was re-elected to the board 
in November.”’ 

Mr. Lewis: That is a misstatement of the stipu- 
lation. 

The Court: Whatever the stipulation shows, it 
shows, and that is the answer. 

The Witness: I would say there was but I don’t 
remember. 

The Court: He is asking you what the stipu- 
lation shows. It speaks for itself. 

Mr. Wyshak: No further questions. 

The Court: Step down. [52] 

My. Lewis: I have one further question. 


Redirect Examination 
By Mr. Lewis: 


@. You mentioned, Mr. Flanagan, that vou had 
approximately 15 meetings, as I recall. Were those 
all formal directors’ meetings or were some in- 
formal meetings, just to clarify the record? 

A. I think some were informal meetings but we 
did have quite a few directors’ meetings. 

Mr. Lewis: That is all. 

Mr. Wyshak: ‘That is all. 

The Court: Step down. 


(Witness excused.) 


The Court: Is that all of the witnesses? 
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Mr. Lewis: That is all our witnesses. 

The Court: Are there any Government wit- 
nesses ? 

Mr. Wyshak: I have Mr. Reed here. 

The Court: Does the plaintiff rest? 

Mr. Lewis: Yes, Your Honor. 


EDWIN L. REED 
called as a witness by and on behalf of the defend- 
ant, having been first duly sworn, was examined and 
testified as follows: 


The Clerk: State your name in full, please. 
The Witness: Edwin L. Reed, R-e-e-d. 

The Clerk: And your address? [53] 

The Witness: 115 South Los Robles, Pasadena. 


(Conference between counsel.) 


Mr. Wyshak: Your Honor, perhaps we had bet- 
ter take a recess if you so intended to. 

The Court: I have an appointment at 4:00 
o’clock. 

Mr. Wyshak: This is only going to take five 
minutes once we get started. 

The Court: What are you going to do, stipulate 
to a lot of records? 

Mr. Lewis: The difficulty, Your Honor, is 
this 

The Court: What is your business? Are you a 
revenue agent? 

The Witness: [am a revenue agent. 

The Court: What are vou going to prove bv 
him, counsel ? 
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Mr. Wyshak: I am merely asking bim to show 
the number of shares of stock that were purchased 
in these fiscal years by the corporation, and [ am 
seeking a stipulation that those brokerage state- 
ments, which were procured from the plaintiff, are 
the only brokerage statements for those years for 
the Foundation. 

Mr. Lewis: JI will so stipulate. 

The thing that is a little bit bothersome to me, 
Your Honor, is that Mr. McHale, the other gen- 
tleman from the United States Attorney’s office, 
worked out our stipulation with the thought that 
we would save some time. It seems that [54] this is 
just cumulative. 

The Court: What are Schedules E and I’? Are 
they here? 

Mr. Lewis: You will find on the stipulation 

The Court: I know, but you talk about E and F. 
But what is E and what is '? 

Mr. Wyshak: ‘Those only show the number of 
sales by the corporation during those years, Your 
Honor, and I wanted to show the number of pur- 
chases. We could only do that by means of these 
brokerage statements, since the purchases wouldn’t 
show up unless they were also sold within that 


period. 

Mr. Lewis: Your Honor, we disenssed the mat- 
ter, Mr. McHale and I and we had this problem, 
that on a brokerage statement it might show that 
there were 100 shares purchased, another 100 shares 
purchased, but we went to the brokerage houses 
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and we could find no record as to whether or not 
that was in response to one order to purchase 300 
shares, and therefore in view of that language as 
to what this means, Mr. McHale and I decided to 
stipulate in the manner we have done and we 
thought that that would give the Court enough in- 
formation concerning the activities here involved. 

The Court: Is not the Government foreclosed 
from this by virtue of your stipulation ? 

Mr. Lewis: No, the stiplation does not say it is 
inclusive, Your Honor, but I have no objection to in- 
troducing those in evidence, but with the under- 
standing that though that might record three dif- 
ferent purchases it doesn’t mean [55] that there 
were that many. 

The Court: What did you want to show by this 
witness ? ; 

Mr. Wyshak: I am not trying to show the num- 
ber of transactions, I am tryimg to show the number 
of shares of stock traded. Mr. Lewis is correct in 
that regard, that you can’t tell whether a certain 
enumeration meant there were that many or not. 

The Court: Does not this Schedule E and F at- 
tached to the complaint show the number of shares 
of stock that were traded ? 

Mr. Wyshak: No, it merely shows the number 
that were sold during that period. In other words, 
FE and F show any gain or loss on any sales, but it 
doesn’t show the purchases. 

The Court: What is the difference what, the 
purchases were ? 
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Mr. Wyshak: I am trying to show how many 
shares of stock were purchased and how many were 
sold in this period to show the volume of trading 
that took place. 

Mr. Lewis: Your Honor, may I suggest this, I 
have no objection to stipulating that they may be 
admitted—— 

Mr. Wyshak: I don’t want to introduce them 
into evidence, J just want to have the agent say 
that he examined these and added up all the pur- 
ehases and they come to so much. 

The Court: Let them be marked for identifiea- 
tion as Defendant’s Exhibit C. [56] 


(The document referred to was marked De- 
fendant’s Exhibit C for Identification.) 


The Court: Mr. Reed, have you gene through 
those statements ? 

The Witness: I have, Your Honor. 

The Court: And it is stipulated that they were 
secured from the plaintiff? 

Mr. Lewis: Yes. 

The Court: And have you made a tabulation of 
the total number of shares purchased ? 

The Witness: Yes. 

The Court: And the dates? 

The Witness: Yes, sir. 

The Court: And the names of the companies 
and the amounts paid? 

The Witness: Not the amount. 

The Court: You have that in written form ? 
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The Witness: I have. 
The Court: Show it to counsel. 


(Exhibiting document to counsel.) 


The Court: Is that all you wanted to prove with 
this witness ? 

Mr. Wyshak: And also he has a total of the 
number of shares on EK and F.. [ thought it might 
aid Your Honor. 

Mr. Lewis: What is your thought, counsel, that 
you are [57] going to use just the first page or all 
the pages of this? 

Mr. Wyshak: I just want him to testify. I 
wasn’t going to introduce those into evidence. 

The Court: If they are mere tabulations to save 
time, why not let them be marked as Exhibit ©-1? 

Let me make this suggestion, that it be marked as 
Exhibit C-1 and that counsel for the plaintiff, Mr. 
Lewis, will have an opportunity to examine it and 
if vou have any objection to it—this matter is going 
to be taken under submission anyway—that you sub- 
mit in the next four or five days your objections. 

Mr. Lewis: That is fine if they will give me a 
copy of it. There were no copies made. 

The Court: Let it be marked and you ean get it 
photostated. Mr. Wyshak will provide you with a 
photostatic copy which you can get from the clerk’s 
office, so that you can examine it because the 
method and manner of calculation and the figures 
may or may not be important. 
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(The document referred to was marked De- 
fendant’s Exhibit C-1 for Identification. ) 


The Court: Now you say you have also added up 
the total of Schedule E and F? 

The Witness: Yes, Your Honor. 

The Court: Do thev have a sheet of that too? 

Mr. Wyshak: No, all he has is merelv the total 
with [58] the number of shares listed thereon. It is 
just a matter of arithmetic. 

The Court: Ido not think it is necessary for him 
to testify to that. You are going to file a brief, are 
you not? 

Mr. Lewis: Yes, Your Honor. 

The Court: Then you can use his figures in that 
brief. 

Mr. Lewis: As long as they are going to put in 
that one page, that is perfectly all right. 

The Court: Anything more from this witness? 

Mr. Lewis: It will be stipulated that these sum- 
maries are correct, subject to my checking them. 

The Court: That is right, and if you have any 
objection to it vou can file it in writing in five days. 
And if you feel it is necessary to clarify it, I will 
reopen the matter and you may call another witness. 

Mr. Wyshak: The foundation 1s waived, that he 
is a revenue agent? 

Mr. Lewis: Yes. 

Mr. Wyshak: And you are willing to stipulate 
that those are all the brokerage statements for the 
Randal] Foundation for those two fiseal vears? That 
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is as far as we went in the tabulation, and we didn’t 
go beyond that time. 

The Court: I take it that counsel will make that 
stipulation subject to his verification. 

Mr. Lewis: That is correct. [59] 

The Court: JI would not think he would be pre- 
pared at this moment seeing a sheaf of papers to 
say that is it. 

Is that all? 

Mr. Wyshak: That is all. 

The Court: Step down. 


(Witness excused.) 


Mr. Wyshak: May we withdraw those exhibits 
to have them copied ? 

The Court: Exhibit C? 

Mr. Wyshak: Exhibit C-1. 

The Court: Yes. 

Is that all your witnesses? 

Mr. Wyshak: That is all, Your Honor. 

The Court: Any rebuttal witnesses ? 

Mr. Lewis: No, Your Honor. 

The Court: I take it vou both want to brief this 
question ? 

Mr. Lewis: Yes, Your Honor. 

Mr. Wyshak: We would like to, Your Honor. 

The Court: The plaintiff here will have five days 
to file any supplement or explanation or whatever 
it is to Exhibit C and Exhibit C-1 and to reopen 
if necessary. 

How long do you want to file a brief? 

Mr. Lewis: Fifteen days. 
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The Court: And to reply? [60] 

Mr. Wyshak: I don’t want to ask for more than 
my brother here, but may I have 20? 

The Court: 20, 20 and 10, at which time the mat- 
ter will be submitted. 

The Clerk: Neither of these exhibits have been 
admitted besides Exhibit A. 

The Court: Exhibit C will be admitted in evi- 
dence. Is there any objection to it? 

Mr. Wyshak: I think it will only clutter up the 
record since we have C-1 in evidence. 

The Court: Exhibit C-1 will be received in evi- 
dence and Exhibit C will remain marked for iden- 
tification. 

Mr. Lewis: Yes. 


(The document referred to, marked Defend- 
ant’s Exhibit C-1 for Identification, was re- 
ceived in evidence. ) 


DEFENDANT’S EXHIBIT C-1 


FY 4/30/51 
Randall Foundation, lne. 
Sehedules of Securities Purchased 


Number of Shares 


Month Aiken- Harbison & 
1950 Lambert Henderson Total 

NO ee ee 

a 2,150 2 1150 
ne aeccennneeccddeecee ne 1,800 1,800 
ne EE »,300 5,300 
ee 1,500 1,500 
ion. aeececsnncceeeeeeneee 1,950 1,950 
BPMN 2... -2--.------.--..2---------2neeeeee 1,000 200 1,200 


ee nnn D,220 400 D020 
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1951 
ENN cet ce fo 1,450 750 2,200 
CWRU fn. eee ee 1,160 1,160 
IMCD fects. 5. ee. 1,850 300 2,150) 
20) | OID 9) OI aR 1,348 O20 1,878 

24,733 PAS) 26,908 

Total shares sold per 1,120 (return) -............ 23,155 
Total shares purchased per above ................-- 26,908 
TPO aN ec cc seein tage ah co ae ce 50,093 
FY 4/30/52 

Randall Foundation, Ine. 
Schedules of Security Purchases 
Number of Shares 
Month Aiken- Harbison & 

1951 Lambert Henderson Total 
We, a ee ee eee 1,086 1,350 2,436 
ANON gn ees 5 es eS 2,400 3,090 5,950 
alinliyeves.. eae. Se Pee... _ cee ee 20034 390 500 
PUES CD deo ee A 400 300 750 
RSS| 016),181102) ne oe ees 100 200 300 
Octoben meee eee 500 300 800 
IN@wenm@l occ e 2s. ieee 900 300 1,250 
December vc eee 2,400 150 2,550 

1952 
e) ENAUBEIY’ eves Seca, ce eens 100 1,050 1,150 
Weloitraicyoc 2... seen ee eae, cee ecco 200 200 
iter chitin 
April .... qe. eco 

8,286 7,650 15,936 
Totalvsalesgper retutn 2.22 SS. 25,996 
Total purchases per above .........--..----:----s0---+-- 15,936 
Total . 24 41,9382 


[ Admitted in evidence Oct. 11, 1954.] 
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The Court: Very well. Court is adjourned. 


(Whereupon, at 3:30 o’clock p.m., Court was 
adjourned.) [61] 
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I further certify that the foregoing is a true and 
correct transcript of the proceedings had in the 
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In the United States Court of Appeals for the 
Ninth Circuit 


No. 15076 


RANDALL FOUNDATION, INC., 
Plaintiff-Appellant, 


Vis. 


ROBERT A. RIDDELL, Director of Internal Rev- 
enue, District of Los Angeles, 


Defendant-Appellee. 


APPELLANT’S STATEMENT OF POINTS 
UPON WHICH IT INTENDS TO RELY 


Point I. 


For both of the years here in question plaintiff 
was organized and operated exclusively for chari- 
table purposes, and, therefore, is exempt from in- 
come tax for said years under Section 101(6) of the 
Internal Revenue Code of 1939. 


A. For both of said years plaintiff’s charter it- 
self dedicated all assets and income of plaintiff per- 
petually to the charitable purposes stated in its 
charter. 


B. Plaintiff’s activity during the said years 
qualified it for exemption under said Section. 


(1) The receipt of interest by Paul M. Randall 
from plaintiff does not affect its exemption. 


(2) Plaintiff’s activity in the market does not 
affect its exemption. It was not selling or dealing 
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with customers and therefore, did not compete with 
anyone. 

(3) For neither of said vears was plaintiff a 
“feeder”? organization within the meaning of See- 
tion 301(b) of the Revenue Act of 1950. 


C. ‘The conclusion of the trial judge that plain- 
iff was not organized and operated exclusively for 
charitable purposes is contrary to the law as applied 
to the facts as established by the record in this ease 
and found by the trial judge in his corrected Con- 
clusions of Fact, other than those in Paragraphs 
AI, XII and XIII. The Conclusions of Fact in said 
latter three paragraphs are Conclusions of Law and 
are not properly included in the Findings of Fact. 


Point II. 


For its fiscal year ended April 20, 1951, plaintiff 
is specifically exempt from income tax under Sce- 
tion 302(a) of the Revenue Act of 1950. 


Dated: 5/26/56. 
Respectfully submitted, 


GIBSON, DUNN & 
CRUTCHER, 


By BERT A. LEWIS, 
Attorneys for 
Plaintiff-A ppellant. 


[Endorsed]: Filed March 28, 1956. 


